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EXCERPTS FROM REQUESTED FINDINGS AND BRIEF 
ON BEHALF OF RESPONDENTS 

(Filed with the Securities and Exchange Commission) 
Document No. 610 —R. pp. 10929-11204 

DEFINITIONS OF ABBREVIATED TERMS 


Com. Ex. 

El Paso Company 
El Paso Transportation 

Eng. Ex. 

Gulf States Company 
Gulf States Gas System 

Gulf States Water 

Virginia Company 

Virginia Gas System 

Virginia Transportation 


Securities and Exchange Com¬ 
mission Exhibit 

El Paso Electric Company 
(Texas) 

Transportation system of El 
Paso Electric Company 
(Texas) 

Engineers Public Service Com¬ 
pany Exhibit 

Gulf States Utilities Company 

Gas system of Gulf States Util¬ 
ities Company 

Water system of Gulf States 
Utilities Company 

Virginia Electric and Power 
Company 

Gas system of Virginia Electric 
and Power Company 

Transportation system of Vir¬ 
ginia Electric and Power 
Company 


In the following excerpts parenthetical references are 
sometimes made to certain testimony and exhibits by page 
numbers with the letter “V” and the letter “G” in front 
of such numbers. Such references are to the pages of the 
transcripts of hearings and to the exhibits received in evi- 
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Excerpts from Requested Findings and Brief on Behalf 

of Respondents . 

dencb at hearings before the Securities and Exchange Com¬ 
mission on the applications of Virginia Electric and Power 
Company (as to the letter “V”) and Gulf States Utilities 
Company (as to the letter “G”) mentioned on page 541 
of this volume of appendix. Various parenthetical refer¬ 
ences are also sometimes made to certain pages of “Eng. 
Ex. 63” and “Eng. Ex. 202.’’ In each of the instances 
where such reference appears there has been inserted, in 
bold-face type in brackets, the number of the corresponding 
record page in the certified transcript of the record of the 
case under review. Other parenthetical references indicate 
the paging of the certified transcript and exhibits received 
in evidence at hearings before the Securities and Exchange 
Commission in the case under review. Such paging of the 
certified transcript is the same as that of the original 
reporters’ transcripts. 

• * • • * 

[R. p. 10977] Virginia Transportation 
Requested Findings of Fact 

1. The Virginia Company owns and operates a trans¬ 
portation system consisting of street railway and coordi¬ 
nated bus service in Richmond and Norfolk, bus service in 
Portsmouth and Petersburg, and interurban bus service 
between Richmond and Petersburg (435-440; Eng. Exs. 25, 
27, 29, 31). The Virginia transportation system renders all 
public transportation service (other than taxicabs and 
vehicles for hire) in the four cities of Richmond, Norfolk, 
Petersburg and Portsmouth except for very minor inde¬ 
pendent operations to outlying rural districts (469,527-528). 
The territory served by the Virginia Company’s transporta¬ 
tion system is entirely within the Company’s electric ser¬ 
vice area (439). There is no other urban transportation 
system of any size within the Virginia Company’s electric 
service area (527-528). 
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Excerpts from Requested Findings and Brief on Behalf 

of Respondents. 

Virginia Transportation (Cont’d) 

• 

2. Electric utility and public transportation properties 
have been jointly owned and operated in Richmond, Nor¬ 
folk, Petersburg and Portsmouth since their origin, and the 
electric utility business in those four cities was preceded 
by and grew out of the operation of street railways as ex¬ 
perimental, developmental and incidental thereto (220, 452- 
464; Eng. Exs. 2, 3, 3A, 4, 4A, 34). The Virginia Company 
has continuously rendered substantially all electric utility 
and urban transportation service in and between the cities 
of Richmond and Petersburg since 1909 and in the cities 
of Norfolk and Portsmouth since 1911. The Virginia Com¬ 
pany was incorporated on June 29, 1909 as the Virginia 
Railway & Power Company for the purpose of acquiring 
at foreclosure sale the properties of Virginia Passenger 
and Power Company, Richmond Passenger and Power Com¬ 
pany, and Richmond Traction Company (219-221; Eng. Exs. 
1, 3, 3A, 34). Virginia Passenger and Power Company 
owned and operated street railway properties in Richmond 
and Petersburg and also some electric utility properties; 
Richmond Passenger and Power Company owned and oper¬ 
ated street railway and electric utility properties in Rich¬ 
mond; and Richmond Traction Company owned and oper¬ 
ated street railway properties in Richmond (Eng. Exs. 3, 
3A, 34). The interurban service between Richmond and 
Petersburg was acquired as an [R. p. 1097S] electric rail¬ 
way on November 30, 1909 from Richmond and Petersburg 
Electric Railway Company (219-220; Eng. Exs. 3, 3A, 34). 
As of July 1,1911 the Virginia Company merged with Nor¬ 
folk and Portsmouth Traction Company which owned and 
operated street railway and electric utility properties in 
Norfolk and Portsmouth and electric utility properties in 
Suffolk, and by such merger also acquired the leasehold 
interest in The Norfolk Railway and Light Company which 
owned and operated street railway and electric utility prop¬ 
erties in Norfolk (222-223; Eng. Exs. 3, 3A, 34). 
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Excerpts from Requested Findings and Brief on Behalf 

of Respondents. 

Virginia Transportation (Cont’d) 

3J In January 1925 the Virginia Company’s transpor¬ 
tation system was entirely a street railway operation except 
for one trolley bus route in Petersburg (477; Eng. Exs. 24, 
26, 28, 30, 37). Beginning in the year 1925 in Richmond 

and Norfolk and in the rear 1926 in Portsmouth and Peters- 

•» 

burg, the Virginia Company began with the consent of the 
proper City and State authorities the substitution of bus 
service for street railway lines whenever a heavy capital 
expenditure, such as the reconstruction of tracks or paving, 
became necessary for the continued operation of such a line 
(465-469). The Virginia Company has continued wuth the 
consent of the proper City and State authorities to substi¬ 
tute from time to time bus service for street railway lines 
in order to salvage and decrease its investment in transpor¬ 
tation properties and to increase its return thereon (474, 
605-606, 710; Eng. Exs. 35, 36). Bus service was substi¬ 
tuted for all remaining street railway lines in Portsmouth 
on July 28, 1935 and in Petersburg on June 7, 1936 with 
the consent of the respective City Councils and the State 
Corporation Commission (468-469; Eng. Ex. 34). In 1936 
bus service was substituted for the electric railway on the 
interurban line between Richmond and Petersburg, the State 
Corporation Commission requiring such substitution as a 
condition to abandonment of the electric railway (2218- 
2223). For many years City and State authorities have not 
allowed the Virginia Company to abandon a street railway 
line without first undertaking to substitute bus service (710- 
711). As of December 31, 1940, there were 53.60 and 47.58 
street railway route miles in Richmond and Norfolk, respec¬ 
tively, and a total equivalent single track mileage of 132.38 
mileis, and 69.95 and 62.17 bus route miles in those two 
cities respectively (Eng. Ex. 38). As of December 31,1940, 
there were 12.53 and 35.11 bus route miles in Petersburg and 
Portsmouth, respectively, and 44.90 bus route miles on the 
interurban line between Richmond and Petersburg (Eng. 
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Excerpts from Requested Findings and Brief on Behalf 

of Respondents. 

Virginia Transportation (Cont’d) 

Ex. 38). As of tlie same date, the Virginia Company oper¬ 
ated over these street railway and bus routes 271 street 
cars (172 in Richmond and 99 in Norfolk) and 330 buses 
(Eng. Ex. 3S). As of December 31,1940, the railway plant 
account was $10,251,529 and the bus plan account $3,309,431 
(Eng. Ex. 9). The percentage of bus miles operated to 
total system miles operated gradually increased from 1925 
to 1940 and was 11,744,377 miles or 59.8% of the 19,652,910 
mile total in [R. p. 10979] 1940, making the 7,908,533 rail¬ 
way miles operated 40.2% of the total in 1940 (Eng. Exs. 
35, 36). The percentage of bus passenger revenues to total 
system passenger revenues gradually increased from 1927 
to 1940 and was $2,569,698 or 51.26% of the $5,013,514 total 
in 1940, making the $2,443,816 railway passenger revenues 
48.74% of the total in 1940 (Eng. Ex. 40). 

4. The Virginia Company’s street railway and coordi¬ 
nated bus service in Richmond and Norfolk, bus service in 
Portsmouth and Petersburg, and interurban bus service be¬ 
tween Richmond and Petersburg form a single transporta¬ 
tion system and operation. In Richmond and Norfolk, 
respectively, street railway and bus service are thoroughly 
coordinated as to routes and universal transfers (440, 469). 
The interurban line between Richmond and Petersburg con¬ 
nects and coordinates urban transportation in those two 
cities (2108, 2126-2127). The Virginia Company’s trans¬ 
portation properties are operated as one system under the 
supervision of a vice-president and a system manager of 
transportation (480, 485-486, 732-734; Eng. Ex. 202, App. 
A). There are the same operating conditions, wage and 
personnel policies, labor organization, and executive, ac¬ 
counting, automotive, claim, engineering, insurance, pur¬ 
chasing, safety, statistical, stenographic, stores, welfare and 
other employees for the transportation service in and 
between the four cities operating as one system (485-486, 
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of Respondents. 

Virginia Transportation (Cont’d) 

732-734, 2126-2127; Eng. Ex. 202, App. A). There are 236 
joint electric and transportation employees who work for 
the entire transportation system; 2 wholly transportation 
employees who work for the entire transportation system; 
12 transportation employees who work for the Richmond 
Division, which includes Richmond, Petersburg and the 
interurban line; and 8 transportation employees who work 
for the Norfolk Division, which includes Norfolk and Ports¬ 
mouth (Eng. Ex. 202, App. A). The general office building 
in Richmond and office furniture and equipment therein is a 
transportation system building to the extent it is used by 
the 238 employees who work for the entire transportation 
system (Eng. Ex. 202, pp. 24-25 [R. pp. 7582-7583], 27 [R. p. 
7585]). There are 67 employees, in addition to the above 
system and division employees, who work for both the 
street railway and bus divisions, 35 in Richmond and 32 in 
Norfolk (Eng. Ex. 202, App. A). There are thirteen build¬ 
ings jointly used by the street railway and bus divisions 
in Richmond and Norfolk (Eng. Ex. 202, pp. 27-28 [R. pp. 
7585-7586]). 

5. The Virginia Company’s transportation system is 
well operated in the public interest and in the interest of its 
consumers (446-452,479-499, 732). The Virginia Company’s 
132:38 miles of equivalent single track, 271 electric railway 
passenger cars, 330 buses, and adequate and suitably 
equipped buildings for shops, barns, store rooms, etc., are 
in £ood and efficient operating condition (446-452, 478-479, 
720-721; Eng. Exs. 32, 33). Well trained and capable em¬ 
ployees operate this transportation equipment so that ser¬ 
vice is maintained at minimum cost (434, 485-4SS, 491). 
Service in each of the four cities is [R. p. 10980] thoroughly 
coordinated, responsible, dependable and well maintained 
(480-482, 484, 4S8-489, 577-5S0). Continuous studies are 
beihg made so that there are ever changing adjustments to 
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of Respondents. 

Virginia Transportation (Cont’d) 

fit the Virginia Company’s transportation service to the 
needs and desires of the public (488). Fares charged on the 
Virginia Company’s street cars and buses are reasonable 
and proper (495-496). 

6. The electric utility plant account of the Company 
exceeded the transportation plant account for the first time 
in 1923, at which time the electric plant account was 
$23,808,110 and the transportation plant account $20,952,249, 
and the electric plant account has continued to grow year 
by year while the transportation plant account has sub¬ 
stantially decreased (Eng. Ex. 5). As of December 31,1940 
the electric utility investment was $68,007,540 and the trans¬ 
portation (railway and bus) investment was $13,560,960, or 
only 20% of the electric utility plant account (Eng. Ex. 9). 
The electric utility gross operating revenues exceeded the 
transportation gross operating revenues for the first time 
in 1922, at which time the electric revenues were $5,074,272 
and the transportation revenues were $4,438,823, and the 
electric revenues have continued to grow year by year while 
the transportation revenues have remained approximately 
the same (Eng. Ex. 6). In the year 1940 the electric utility 
gross operating revenues were $15,016,831 and the trans¬ 
portation gross operating revenues were $5,124,147, or 34% 
of the electric revenues (Eng. Ex. 202, p. 43 [R. p. 7601]). 
Reliable figures for electric and transportation system net 
income are not available prior to 1940 because until the 
present proceeding there has been no occasion to make a 
detailed study of the allocation of interdepartmental charges 
and expenses (856-858). The officers of the Virginia Com¬ 
pany have regarded the Company as one joint business en¬ 
terprise and have not considered it necessary to allocate 
anything but current out of pocket expenses which have 
been apportioned between departments in most instances 
on either a net revenue or time ticket basis (306-308). For 
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Virginia Transportation (Cont’d) 

example, the officers of the Company in 1933 decided in 
their best judgment that the fairest method of allocating 
the salaries of joint employees between the electric and 
transportation systems and other departments of the Com¬ 
pany was on a departmental net revenue basis (503-510, 
630-639, 663-664, S42) but have not heretofore made any 
allocation of fixed charges on buildings and equipment or 
the cost of free transportation of employees and other inter¬ 
departmental services and expenses which are not items of 
current cash expenditures (945-952). During the course of 
the present proceeding a very detailed study has been made 
of the allocation of interdepartmental charges and expenses 
and the 1940 income statement adjusted to place the alloca¬ 
tions on a fair and equitable basis (938-958, 2160-2161, 2192- 
2195, 3449-3453; Eng. Ex. 202). This study shows that for 
1940 the electric net income was $3,982,839 and the trans¬ 
portation net income $24,S62, or .62% of electric net income 
[R. p. 10981] (Eng. Ex. 202, p. 43 [R. p. 7601]). The Vir¬ 
ginia Company furnishes electric service throughout an 
area of approximately 13,500 square miles in tidewater 
Virginia and the coastal plans of North Carolina, and serves 
at retail approximately 510 cities and towns having an 
estimated population of 832,000 people (1423-1424; Com. 
Ex. 29). The Virginia Company’s transportation system 
is limited to the four major cities within the Company’s 
electric service area, Richmond, Norfolk, Petersburg and 
Portsmouth, and the interurban line between Richmond and 
Petersburg (435-438; Eng. Exs. 25, 27, 29,31). 

7. The Virginia Company’s transportation system is 
operated in conjunction with and supplemental to its elec¬ 
tric utility system. Three company owned general office 
buildings at Richmond, Norfolk and Petersburg, having a 
book value of $974,000, $506,000 and $148,000, respectively 
(Eng. Ex. 20), and a fourth rented office building at Ports- 
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of Respondents. 

Virginia Transportation (Cont’d) 

mouth are jointly used by the electric and transportation 
systems (Eng. Ex. 202, pp. 24-26 [R. pp. 7582-7584]). Office 
furniture and equipment carried on the Company’s books 
at $233,235 are jointly used by the electric and transporta¬ 
tion systems (951-952; Eng. Exs. 20, 202, p. 27 [R. p. 7585]). 
The Virginia Company’s storerooms in Richmond and Nor¬ 
folk, having a book value of $173,954 and $12,875, respec¬ 
tively, including equipment (Eng. Ex. 20), are jointly used 
by the electric and transportation systems (545-547, 948; 
Eng. Ex. 202, pp. 28-29 [R. pp. 7586-7587]). A heating 
plant at Richmond, having a book value of $33,555 (Eng. Ex. 
20), is jointly used by the electric and transportation sys¬ 
tems (Eng. Ex. 202, p. 31 [R. p. 7589]). There are approxi¬ 
mately 50 automobiles and trucks, having a book value of 
$43,498 (Eng. Ex. 20), and appurtenant garage and shop 
equipment, having a book value of $254,500 (Eng. Ex. 20), 
jointly used by the electric and transportation systems 
(Eng. Exs. 20, 202, pp. 29-30 [R. pp. 7587-7588], 32-33 [R. 
pp. 7590-7591]). There are 5,944 poles, the book value of 
which is not presently available, jointly used by the electric 
system and the railway division of the transportation sys¬ 
tem (Eng. Ex. 202, pp. 34-35 [R. pp. 7592-7593]), and 254 
jointly used manholes, having a book value of $97,536 (Eng. 
Ex. 202, pp. 35-36 [R. pp. 7593-7594]). There are six street 
railway rights-of-way, having a book value of $281,395 
(Eng. Ex. 20), which are used by the electric system for its 
distribution lines (Eng. Ex. 202, pp. 36-37 [R. pp. 7594- 
7595]). The total book value of this jointly used equip¬ 
ment, exclusive of the Portsmouth general office building 
and the 5,944 jointly used poles is $2,758,548 (Eng. Exs. 20, 
202). In 1940, 34,162,978 kwh of electric energy costing 
$218,164 were delivered by the electric system to the trans¬ 
portation system for the operation of street cars and for 
miscellaneous uses (760-765). Free transportation, valued 
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at $83,225 in 1940, is furnished by the transportation system 
to electric system employees (Eng. Ex. 202, pp. 18-21 [R. pp. 
7576-7579], 4G [R. p. 7604]). Free advertising, valued at 
$1,947 in 1940, is furnished by the transportation system 
to the electric system (Eng. Ex. 202, pp. 21-24 [R. pp. 7579- 
7582], 46 [R. p. 7604]). As of December 31,1940, the trans¬ 
portation [R. p. 109S2] system had approximately 1702 
employees (367-36S; Eng. Ex. 202, App. A), 236, or 13.8%, 
of whom were joint employees who work for both the elec¬ 
tric and transportation systems (Eng. Ex. 202, App. A). 
The following numbers and types of employees of the Vir¬ 
ginia Company work for both the electric and transporta¬ 
tion systems: 11 executive and general office, 31 general 
accounting, 13 payroll accounting, 3 tax accounting, 5 statis¬ 
tical, 15 purchasing, 2 insurance, 13 stenographic, 4 filing, 
5 safety engineering, 14 construction accounting, 4 welfare, 
23 claim, 17 telephone, 52 building, 11 mailing and mes¬ 
senger employees, 1 addressograph operator, and 1 multi- 
lith operator (Eng. Ex. 202, App. A). In addition there are 
69 joint employees whose compensation is charged to stores 
and transportation clearing accounts which are in turn 
changed to both the electric and transportation systems 
(Eng. Ex. 202, p. 2 [R. p. 7560]). The electric and trans¬ 
portation systems have similar public relations problems 
(567-570, 3710-3712, 3815-3817) and the same employees’ 
labdr organization (629; Eng. Ex. 127), employees’ benefit 
association, company magazine, and joint auditing, super¬ 
vision, legal, telephone and miscellaenous expenses (Eng. 
Ex. 202, pp. 9-15 [R. pp. 7567-7573]). 

8. In 1939, the Virignia Company began charging de¬ 
preciation on its street railway properties at the rate of 
6V 2 % with a view to completely retiring such properties 
in *1956 (500-501, 615-616, 621-622). As of December 31, 
1940, the book value of the Virginia Company’s street rail- 
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way properties was $10,251,529 (Eng. Ex. 9). The year 
1940 was a normal business year for the transportation 
system (1066-1067; Eng. Exs. 6, 7, 39, 40). The $5,124,147 
gross operating revenues and $1,425,575 net operating rev¬ 
enues before taxes and depreciation (Eng. Ex. 202, p. 44 
[R. p. 7602]) of the Virginia Company’s transportation 
system during the year 1940 represent a reasonable level 
for the next 15 years (1063-1067). For the next 15 years 
and until retirement of the street railway lines in 1956, cash 
requirements of the railway division of the Virginia Com¬ 
pany’s transportation system will not exceed $50,000 a year 
for replacements, and a total of $1,000,000 for removal of 
tracks and repaving upon retirement, or a total cash re¬ 
quirement for the 15 years of $1,750,000 (1058-1063, 1172- 
1174). The existing street railway lines in Richmond and 
Norfolk are in good condition and substantially all of them 
will remain in operation for the next 15 years until the 
expiration of the Richmond franchise in 1956 (608-609, 718- 
721,1060, 2268-2269). At the end of the 15 year period and 
the expiration of the Richmond franchise in 1956, the tracks, 
cars and other street railway equipment will still be in as 
good condition and as efficiently operated as today, but will 
be retired and bus service substituted within a year there¬ 
after (718-721, 2268-2269). City and State authorities have 
not expressed any opinion as to whether bus service should 
be substituted for existing street railway lines (609-610). 
The riding public will not benefit by an immediate change 
to all bus service (721). In some instances in Norfolk and 
Richmond, street railway operation is better adapted to 
the needs of the [R. p. 10983] community than bus service 
(475, 611). The cost of substituting bus service for present 
street railway lines in Richmond and Norfolk is approxi¬ 
mately $2,500,000 for new equipment and $1,000,000 for 
removal of tracks and paving, or a total cost of approxi¬ 
mately $3,500,000 (2240). The transportation system’s plant 
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account on an original cost basis if it were converted to an 
all bus operation would be approximately $7,000,000 (702- 
703). The 1940 return on tlie Virginia Company’s trans¬ 
portation system was .83% (2259-2261) and on its bus divi¬ 
sion was 4.82% (699-700, 2214-2217). If the Virginia Com¬ 
pany’s transportation system were converted to an all bus 
operation, the system would carry about the same number 
of passengers as are today being carried by both street 
cars and buses, have about the same gross revenues and 
earn about the same 4.82% rate of return on the total in¬ 
vestment as was earned by the bus division in 1940 on the 
present bus investments (699-705, 2212-2217). 

9. Joint operation of the Virginia Company’s electric 
and transportation systems is of substantial benefit to both. 
Based on operations during 1940, joint operation of the 
Virginia Company’s electric system with its transportation 
system permits the operation of the electric system at a 
saving of $249,208 a year (1067-1073, 2161-2190, 3959-3961; 
Eng. Ex. 22S). If the present method of joint operation of 
th<i Virginia Company’s electric and transportation systems 
were discontinued, the electric system’s payroll would be 
increased as follows: $32,294 for executives; $21,331 for 
junior executives, supervisors and general office clerks; 
$3,952 for janitors, maids and building employees; and 
$9,310 for certain additional employees, or a total payroll 
increase of $66,SS7 (1069-1071, 2163-2167; Eng. Ex. 228, 
Schedule B), and there would be a further payroll increase 
of $108,550 a year to compensate employees of the electric 
system for their loss of free transportation (656, 659-662, 
728-730, 751-752, 1068-1069, 2181-2190; Eng. Exs. 27, 228, 
Schedule A). If the Virginia Company were required to 
dispose of its transportation system, the electric system 
would have to assume pensions in the amount of $39,869 a 
year, payable to former transportation system employees 
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of the Virginia Company (1071, 1271-1272; Eng. Ex. 228, 
Schedule C). If the present method of joint operation of 
the Virginia Company’s electric and transportation systems 
were discontinued, the expenses of the electric system would 
be increased $18,953 a year; of which $11,620 would be for 
general office buildings, furniture and equipment, $1,780 
for store rooms, garages and equipment, $4,592 for jointly 
used poles and rights-of-way, and $960 for jointly used 
manholes (1071-1072, 2172; Eng. Ex. 22S, Schedule D). If 
the present method of joint operation of the Virginia Com¬ 
pany’s electric and transportation systems were discon¬ 
tinued, certain miscellaneous expenses of the electric sys¬ 
tem would be increased by $14,949 a year (1072; Eng. Ex. 
228, Schedule E). There would be other increases not 
readily calculable in the expenses of the electric system if 
the present method of joint operation of the Virginia Com¬ 
pany’s electric and transportation systems were discon¬ 
tinued (1073). After all adjustments necessary to portray 
the transportation system’s net income fairly and accu¬ 
rately, [R. p. 10984] the transportation system contributed 
to the Virginia Company during 1940, net income in the 
amount of $24,862 and gross income in the amount of 
$106,493 (Eng. Ex. 202, p. 43 [R. p. 7601]). Based on 
operations during 1940, the net annual increment cash con¬ 
tributed by the transportation system to the Virginia Com¬ 
pany was $746,000,* computed by adding (1) the $106,000 

* Mr. D. C. Barnes, admitted by Commission Counsel to be an expert 
electrical engineer and utility operator and a utility financial expert (2226-2228). 
computed the net annual increment cash from transportation operations to be 
$750,000 (Eng. Ex. 128). Mr. Barnes’ calculation was based on a preliminary 
report (Eng. Ex. 63) by independent certified public accountants as to the 
1940 revenues, expenses and financial status of the transportation system. The 
final report (Eng. Ex. 202) of these accountants made after Mr. Barnes had 
testified shows (1) the gross income of the transportation system for 1940 to 
be $106,000 instead of $113,000, and (2) the charges to the transportation 
system for joint personnel and facilities and interdepartmental services, which 
charges other witnesses demonstrated would have to be borne by the electric 
system if the transportation system were disposed of, to be $249,000 instead of 
$244,000. These two adjustments plus an increase in a Federal income tax 
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transportation system gross income, (2) the $583,000 ac¬ 
crual for railway depreciation minus the $50,000 annual 
cash requirement for replacements, and (3) the $249,000 
increase in expenses of the electric system if operated inde¬ 
pendently of the transportation system less a Federal in¬ 
come tax saving of $46,000, and subtracting from the total 
of (1), (2) and (3) above, the noncash item of $96,000 in¬ 
cluded therein for transportation furnished company em¬ 
ployees and advertising furnished other departments of 
the Company (2232-2234, Eng. Ex. 12S). The $746,000 
[R. p. 10985] increment cash realized by the Virginia Com¬ 
pany from its transportation system in 1940 may fairly be 
expected for the next 15 years and if invested each year in 
the light and power business at 6% will provide a reserve 
sufficient to retire the $13,560,960 total book value of the 
Virginia Company’s transportation system (both street 
railway and bus) at the end of 12.6 years (2244). The 
Virginia Company’s transportation system, if independent 
of its electric system, could not operate as economically 
and efficiently as under present joint operation (628-629, 
735). Ownership and operation of the transportation sys¬ 
tem does not affect the Viriginia Company’s ability to bor¬ 
row money for its electric system or the interest which it 
must pay for such money (288-289). 


saying from $44,000 to $46,000 explain the reduction in net increment cash 
from $750,000 to $746,000. Engineers Exhibit 202 also necessitated cash 
adjustments in other figures contained in Engineers Exhibit 128, which have 
been effected in the figures above set forth in the Respondents’ Requested 
Findings of Fact, paragraphs 9 and 10. 

Mr. Barnes readily agreed when his attention was called to the point on 
cross examination (3262-3263) that the net operating revenue before deprecia¬ 
tion of the transportation department as set forth in the first line of Part II 
of Engineers Exhibit 128, should have included an additional amount of $40,000, 
representing pensions presently paid by the transportation department, which 
were to be assumed by the electric department at the time of the sale, and, 
therefore, would not be a charge against the purchaser in his operating expenses. 
To the figure of $931,000 for such net operating revenue (adjusted from $935,000 
by Engineers Exhibit 202, (page 43 [R. p. 7601], as above indicated) must be 
added the $40,000 of pension expense, so that the corrected net operating revenue 
before depreciation to the purchaser would be $971,000. (See Exhibit A to this 
brief for adjusted Engineers Exhibit 128). 
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10. Assuming the continued operation for the next 15 
years of the present street railway lines of the Virginia 
Company’s transportation system, the present worth of 
the transportation system to the Virginia Company is ap¬ 
proximately $8,215,000 (2238-2239; Eng. Ex. 128; Ex. A to 
this brief). This is computed by adding the $7,245,000 
present worth of a 15 year annuity of $746,000, the net 
annual increment cash realized by the Virginia Company 
from the transportation system invested to earn 6%, and 
the $970,000 present worth of a business for sale for 
$2,325,000 fifteen years hence (i. e. the amount which in¬ 
vested at 6% compound interest will equal $2,325,000 fifteen 
years hence) (2238-2239; Eng. Ex. 128; Ex. A to this brief). 
No one would purchase the street railway lines of the Vir¬ 
ginia Company’s transportation system for the purpose of 
operating them and any purchaser of the transportation 
system would convert it to an all-bus operation (1181-1182, 
2122, 2272-2283). Assuming that the Virginia Company’s 
transportation system were converted to an all-bus opera¬ 
tion, it would have a market value of $5,825,000, which 
minus the $3,500,000 cost of converting the transportation 
system to an all-bus operation gives it a present market 
value of $2,325,000 (2239-2240, 2242-2243; Eng. Ex. 128; 
Ex. A to this brief). The estimated market value of 
$2,325,000 would be enhanced by a Federal income tax sav¬ 
ing of approximately $778,000, thus giving the Virginia 
Company’s transportation system an aggregate sales real¬ 
ization value of approximately $3,103,000 (2240-2243; Eng. 
Ex. 128; Ex. A to this brief). 

11. The Virginia Company’s electric system is well 
managed and efficiently operated (1419, 1457-1458, 1400- 
1458; Com. Exs. 18-55). The Virginia Company and the 
cities in which its transportation system operates enjoy 
definite advantages in regard to public relations and ren- 
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dering of satisfactory service from having one company 
render both electric and transportation service, and the 
officials of the four cities are opposed to having the electric 
and transportation systems separately operated (567-570, 
1073-1075, 2130-2131; Norfolk Ex. 1; Portsmouth Ex. 1). 
The Virginia Company has since July 1, 1941 allocated 
interdepartmental charges and expenses fairly and equi¬ 
tably between the electric and transportation systems so 
that the books do now and will at all times in the future 
show the revenues, expenses and financial status of the 
electric and transportation systems independently of each 
other (93S-958, 2160-2161, 2192-2195, 3449-3453; Eng. Exs. 
63, [R. p. 10986J 124, 202). The State Corporation Com¬ 
mission of Virginia has for many years exercised complete 
jurisdiction over the Virginia Company’s electric system 
and street railway division of its transportation system with 
respect to rates, extension or abandonment of service, ade¬ 
quacy of service, and other matters (446, 499). Bus ser¬ 
vice is regulated by ordinance of the city councils of the 
cities in which the buses operate (446, 465-469). The Vir¬ 
ginia Company reports annually to the State Corporation 
Commission with respect to its electric and transportation 
(both railway and bus) systems (679-680). The State Cor¬ 
poration Commission of Virginia in fixing the rates of the 
electric system and of the street railway division of the 
transportation system has required each to stand on its own 
bottom independently of the other (499-500, 624-626). 

• • • • • 

[R. p. 11014] Virginia Gas System 
Requested Findings of Fact 

il. The Norfolk gas system was acquired by the Vir¬ 
ginia Company in 1911 together with electric and trans¬ 
portation properties in Norfolk and Portsmouth but was 
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corporately owned by City Gas Company of Norfolk and 
operated by the Virginia Company under a lease until 1930 
when City Gas Company was merged with the Virginia 
Company (V. 49-52 [R. pp. 4890-4893], V. 54 [R. p. 4895]; 
Eng. Exs. 1, 3, 3A, 4, 4A). The Virginia Company’s Nor¬ 
folk gas system consists of one gas manufacturing plant 
situated in the heart of the City of Norfolk (V. 30-31 [R. 
pp. 4871-4872]; V. Ex. 2 [R. pp. 9833-9834] and a dis¬ 
tribution system emanating therefrom which as of Decem¬ 
ber 31,1940 consisted of 207.6 miles of high pressure mains 
and 149.5 miles of low pressure mains, or a total of 357.1 
miles of mains (V. 114 [R. p. 4958]). The Virginia Com¬ 
pany’s Norfolk gas system is confined to an area of ap¬ 
proximately 35 square miles comprising [R. p. 11015] the 
City of Norfolk and its suburbs (V. 172 [R. p. 5016]; V. Ex. 
1 [R. p. 9832]). The book value of the plant and property 
of the Norfolk gas system has increased gradually since 
1922, when it was $2,411,641, and as of December 31, 1940 
was $6,051,038 (V. 163 [R. p. 5007]; V. Ex. 44 [R. p. 9908]; 
Com. V. Ex. 4 [R. pp. 9828-9829]), which figure includes 
an admitted $1,677,707 write-up in the book value of the 
gas property made in 1930 to conform the Virginia Com¬ 
pany’s books with an appraisal made by Forstall, Robison 
and Luqueer, and which write-up as of December 31, 1939 
had been reduced by retirements of property to $1,562,611 
(281-283; Com. V. Ex. 4 [R. pp. 9828-9829]). The Norfolk 
gas system’s production has increased from 712,405 m.c.f. 
in 1921 to approximately 1,000,000 m.c.f. in 1939 and made 
a sharp rise in 1940 to 1,161,SOS m.c.f. due to the recent 
defense activities in the Norfolk District (V. 118 [R. p. 
4962] ; V. Ex. 15 [R. p. 9852]). The average number of cus¬ 
tomers served each year by the Norfolk gas system has 
gradually increased from 15,724 in 1921 to 27,365 in 1940 
(V. 147-148 [R. pp. 4991-4992] ; V. Exs. 32 [R. p. 9894], 38 
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[R. p. 9900]) and reached 28,370 customers on December 31, 
1940 (V. 115 [R. p. 4959]). The gross operating revenues 
of the Norfolk gas system has remained relatively constant 
since 1921, when they were $908,689, and in 1940 were 
$1,054,987 (V. Exs. 10 [R. p. 9844], 16 [R. p. 9853]). It 
is apparent that the Norfolk gas system has enjoyed a rea¬ 
sonable net income each year but reliable figures for such 
net income are not available prior to 1940, during which 
year the net income of the gas system was $120,892 (Eng. 
Ex. 202, p. 43 [R. p. 7601]). 

2. The Norfolk gas system is economically and efficiently 
operated with an enviable record of continuous improve- 
meiit and modernization of its production, distribution and 
other facilities (V. 59-71 [R. pp. 4900-4912], V. 77-79 [R. pp. 
4918-4920], V. 85-86 [R. pp. 4926-4927], V. 88-92 [R. pp. 
4929-4933]) and is today in excellent condition (V. 79 [R. 
p. 4920], V. 92-93 [R. pp. 4933-4934], V. 116 [R. p. 4960]). 
Production fuel costs of the Norfolk gas system have been 
reduced 38% during the period from 1921 to 1940, inclusive, 
from 27.5? to 17^ per m.c.f. (V. Ex. 14 [R. p. 9851]), and the 
net production cost per m.c.f has been reduced 53% during 
the same period from 57? to 26.6? (V. Ex. 15 [R. p. 9852]). 
The Norfolk gas system’s average rate per m.c.f has been 
reduced from $1.45 in 1921 to $1.04 in 1940 (V. Ex. 37 [R. 
p. 9899]). Rate reductions made by the Norfolk gas system 
since 1926 save its customers, on the basis of use of gas at 
the time the reductions were made, approximately $264,720 
a year (V. 142-143 [R. pp. 4986-4987] ; V. Exs. 27-30 [R. pp. 
9885-9892]). The Norfolk gas system’s rates are substan¬ 
tially lower than the rates of the privately owned Ports¬ 
mouth Gas Company and the municipal plant in Richmond, 
two gas systems in Virginia operating under most com¬ 
parable conditions (V. 150-151 [R. pp. 4994-4995] ; V. Ex. 35 
[R. p. 9897]), for example, the monthly cost of 3,000 cu. ft. 
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of gas, which represents the average consumption of a resi¬ 
dential customer, is $3.55 for the Norfolk gas system, $3.90 
for the Portsmouth gas system and $3.86 for the municipal 
plant in Richmond (V. 151-152 [R. pp. 4995-5996] ; V. Exs. 
36 [R. p. 9898], 40 [R. p. 9902]). The Virginia Company 
has carried on progressive sales promotion activities of edu¬ 
cating the public in the benefits that may be derived from 
the use of gas and modern economical gas appliances (V. 
124-127 [R. pp. 4968-4971]; V. 132-136 [R. pp. 4976-4980], 
V. 141-142 [R. pp. 4985-4986] ; V. Exs. 19-26 [R. pp. 9857- 
9884]). 

[R. p. 11016] 3. The Norfolk gas system is locally managed 
by the manager of the gas department and the vice-president 
of the Norfolk Division, both of whom are located at Nor¬ 
folk, and the latter reports to the Company’s operating vice- 
president at Richmond, who in turn reports to the Com¬ 
pany’s president at Richmond (Com. Ex. 37). The Norfolk 
gas system is operated in conjunction with the Virginia 
Company’s electric and transportation systems and as a 
result of joint use of facilities and personnel substantial 
savings are realized (V. 32-33 [R. p. 4873-4874], V. 39-40 
[R. p. 4880-4881], V. 97-98 [R. p. 4938-4939]). The follow¬ 
ing number and types of employees work jointly for the 
Norfolk gas system and the Virginia Company’s electric 
and transportation systems: 22 executive and general office, 
31 general accounting, 13 payroll accounting, 3 tax account¬ 
ing, 5 statistical, 15 purchasing, 2 insurance, 13 steno¬ 
graphic, 4 filing, 5 safety engineering, 14 construction ac¬ 
counting, 4 welfare, 23 claim, 17 telephone, 52 building, 
11 mailing and messenger employees, 1 addressograph oper¬ 
ator and 1 multilith operator (Eng. Ex. 202, App. A.). In 
addition, the Virginia Company has 82 combination electric 
and gas employees engaged in customers accounting and 
collecting work which consists of supervision, customers 
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contracts and orders, meter reading, collecting, and cus¬ 
tomers billing and accounting (Eng. Ex. 202, p. 49 [R. p. 
7607]; Com. Ex. 71), and 1 combination gas and electric 
stenographic employee (Eng. Ex. 202, p. 50 [R. p. 7608]). 
There are altogether 319 joint employees who work for the 
Norfolk gas system and other activities of the Virginia 
Company. The Norfolk gas system jointly uses with the 
Virginia Company’s electric and transportation systems two 
general office buildings, one at Norfolk having a book value 
of $506,000 and one at Richmond having a book value of 
$974,000 (Eng. Exs. 20, 202, pp. 24-25 [R. p. 7582-7583]), 
and furniture and equipment in these buildings having a 
book value of $73,725 and $140,987, respectively (Eng. Exs. 
20, 202, p. 27 [R. p. 7585] ). The annual charge to the gas 
system for the use of these office buildings and equipment 
is $9,215 a year, on the basis of operations during 1940 
which was a normal business year (Eng. Ex. 202, p. 46 
[R. p. 7604]). The Virginia Company’s store rooms in 
Richmond and Norfolk having a book value of $173,954 
and $11,675, respectively, including equipment and the 
stores equipment at Petersburg having a book value of 
$1,200 (Eng. Ex. 20) are jointly used by the electric, trans¬ 
portation and gas systems (Eng. Ex. 202, pp. 2S-29 [R. p. 
7586-7587]). There are approximately 44 automobiles and 
trucks having a book value of $32,972 (Eng. Ex. 20) and 
appurtenant garage and shop equipment having a book 
value of $254,500 (Eng. Ex. 20) jointly used by Norfolk 
gas system and the Virginia Company’s electric and trans¬ 
portation systems (Eng. Exs. 20, 202, pp. 29-30 [R. p. 7587- 
7588], 32-33 [R. p. 7590-7591]). The Norfolk gas system 
utilizes one of the Virginia Company’s transportation sys¬ 
tem’s rights-of-way valued at $9,000 and having an annual 
rental value of $500 (Eng. Ex. 202, p. 37 [R. p. 7595]). The 
total book value of property jointly used by the Norfolk 
gas system and the Virginia Company’s electric system is 
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$2,178,013 (Eng. Ex. 20). Based on operations during 1940 
which was a normal business year, the Virginia Company’s 
electric system supplies the Norfolk gas system with 
1,691,108 kwh of electric energy costing approximately 
$11,721 a year (Eng. Ex. 63, p 6 [R. p. 6629], Eng. Ex. 202, 
pp. 15-16 [R. p. 7573-7574], 46 [R. p. 7604], [R. p. 11017] 
and the transportation system furnishes the Norfolk gas 
system with free advertising in street cars and buses valued 
at $231 a year (Eng. Ex. 202, pp. 21-23 [R. p. 7579-7581], 
46 [R. p. 7604] ) and provides its employees with free trans¬ 
portation valued at $11,318 a year (Eng. Ex. 202, pp. 18-21 
[R. p. 7576-7579], 46 [R. p. 7604]. Based on operations 
during 1940 which was a normal business year, the Norfolk 
gas system each year supplies the electric system with 
8,558,600 m.c.f. of gas and the transportation system with 
569,200 m.c.f. which gas costs approximately $2,962 and 
$1,028, respectively (Eng. Ex. 202, pp. 16-17 [R. p. 7574- 
7575], 46 [R. p. 7607]). The Virginia Company’s electric 
and gas systems have similar public relations problems, 
the same employees’ labor organization (629; Eng. Ex. 127), 
employees’ benefit association, company magazine, and 
joint auditing, supervision, legal, telephone, and other mis¬ 
cellaneous expenses (Eng. Ex. 202, pp. 9-15 [R. p. 7567- 
7573]. 

4. Joint operation of the Norfolk gas system in combi¬ 
nation with the Virginia Company produces a saving in 
operating expenses of $127,491 a .year, which saving is 
whollv attributable to the combination but is fairlv allocable 

V w 

between the Norfolk gas system and the Virginia Company 
in the amounts of $71,522* and $55,969, respectively (3889- 

* The transcript (3889-3918) and Eng. Ex. 224 show an estimate of in¬ 
creased expenses to the gas department if operated separately of $75,130. One 
of the groups of expenses included in this figure was customers accounting and 
collection expenses, the increase in which was estimated at $22,200. Mr. 
Mitchell (4085) stated that there was probably an amount not in excess of 
$2,000 which might be chargeable against merchandise and jobbing business and 
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3918; 3997-3999; Eng. Ex. 224). The $71,522 portion of the 
annual saving which is allocable to the Norfolk gas system 
represents the increased cost of operating the gas system 
independently of the Virginia Company and is as follows: 
$18,592* for the increased cost of customers accounting and 
collecting expenses (38S9-3893, 3901-3902, 4081-40S6, 4114- 
4117; Eng. Ex. 221), $7,800 for the increased cost of sales 
promotion and advertising expense (3902-3905; Eng. Ex. 
223, Schedule A), and $45,130 for the increased cost of ad¬ 
ministrative and general expenses (3905-3916; Eng. Ex. 
223, Schedule B). The $18,592 increase each year in cus¬ 
tomers accounting and collecting expenses of the Norfolk 
gas system if operated independently of the Virginia Com¬ 
pany would be as follows: $900 for supervision, $300 for 
customers contracts and orders, $3,700 [R. p. 11018] for 
meter reading, $7,200 for collecting, $10,100 for customers 
billing and accounting (3889-3893, 3901-3902; Eng. Ex. 221), 
less an adjustment of $2,000 for amounts included in this 
item and representing merchandising and jobbing costs 
(4081-4086) and less an adjustment of $1,608 in transporta¬ 
tion expense (4114-4117). The $7,800 increase each year in 
sales promotion expenses of the Norfolk gas system if 
operated independently of the Virginia Company would be 
as follows: $4,500 for supervision, $800 for salaries and 
commissions and $2,500 for advertising (3902-3905; Eng. 
Ex, 223, Schedule A). The $45,130 increased cost of admin¬ 
istrative and general expenses of the Norfolk gas system 
if operated independently of the Virginia Company would 
be as follow's: $11,500 for salaries of general officers and 


which is included in the total figure on Exhibit 221. Therefore, this amount 
of $2,000 was deducted in the above calculation. In addition, Mr. Throckmorton 
(4114-4117) admitted that the estimate for increase in transportation expense in 
the amount of $2,400 was in error and it was developed that $792 was the 
proper estimate. Therefore, the difference between $2,400 and $792, or $1,608, 
was also deducted. The difference between $22,200 and the deduction of $3,608 
is $18,592. Therefore, the $75,130 figure as adjusted should be $71,522. 
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executives, $10,400 for salaries of other general office em¬ 
ployees, $1,380 for expenses of general officers, $150 for 
expenses of general office employees, $24,000 for manage¬ 
ment and supervision fees, $300 for special services and 
$1,600 for legal services (3905-3912; Eng. Ex. 223, Schedule 
B); less the elimination of $1,400 in pension expense, $2,600 
for free transportation furnished gas system employees, 
and $200 for rents (3913-3915; Eng. Ex. 223, Schedule B). 
The $55,969 portion of the annual savings from joint opera¬ 
tion of the combination of the Norfolk gas system and the 
Virginia Company which is allocable to the Virginia Com¬ 
pany represents the increased cost of operating the Vir¬ 
ginia Company independently of the Norfolk gas system and 
is as follows: $8,067 for salaries of executives, $3,940 for 
salaries of junior executives, supervisors and general office 
clerks, $17,501 for salaries of customers accounting em¬ 
ployees, $6,606 for salaries of sales employees, $2,897 for 
salaries of building employees, $2,550 for salaries of cer¬ 
tain special employees designated in Schedule A-6 of Eng. 
Ex. 222, $1,071 for pensions payable to former employees 
of the Norfolk gas system, $9,215 for the expenses of gen¬ 
eral office buildings, furniture and equipment, $811 for the 
expenses of store rooms, garages and equipment, and $3,311 
for certain miscellaneous expenses set forth in Schedule D 
to Eng. Ex. 222 (3893-3896; Eng. Ex. 222). 

5. The Norfolk gas system is thoroughly and effectively 
regulated by the State Corporation Commission of Virginia 
which fixes the system’s rates, has prescribed use of the 
Uniform System of Accounts and has full regulatory 
powers over rates, services, issuance of securities, line ex¬ 
tensions, abandonments, transactions with affiliates, and 
other matters (V. 173 [R. p. 5017]; 499; Virginia Code of 
1936 and 1940 Supp., Title 33, Chapter 146, sections 3774b-q, 
and Title 36, Chapters 160 and 160A). 
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6. The Virginia Company’s electric system is well man¬ 
aged and efficiently operated (1419, 1457-1458, 1400-1458; 
Com. Exs. 1S-55). The Virginia Company is locally man¬ 
aged and operated by J. G. Holtzclaw, President, M. C. 
Smith, T. X. Jones, Jr., R. J. Trockmorton and J. T. Chase, 
Vice Presidents, and various other [R. p. 11019] officers 
of the Company located within its electric service area, and 
by its thirteen directors ten of whom reside within the 
Company’s electric service area (Com. Ex. 26). The Vir¬ 
ginia Company’s electric system is thoroughly and effec¬ 
tively regulated by the State Corporation Commission of 
Virginia and the Xorth Carolina Utilities Commission, 
which Commissions fix the Company’s rates and have full 
regulatory powers over rates, issuance of securities, line 
extensions, abandonments, transactions with affiliates and 
other matters (446, 499, 679-6S0; Virginia Code of 1936 and 
1940 Supp., Title 33, Chapter 146, sections 3774b-q, and 
Title 36, Chapters 160 and 160A). 

# * • • • 

[R. p. 11097] Transportation (Baton Rouge Bus Com¬ 
pany). 

Requested Findings of Fact. 

1. Baton Rouge Bus Company owns and operates 3 prin¬ 
cipal and 3 additional bus routes (added since January 1, 
1941), totaling about 14 miles of route, all within the city 
limits and suburbs of Baton Rouge, Louisiana, a city largely 
of an industrial character, with a population of about 70,000 
and area of 15 square miles (G. 14-15 [R. pp. 5319-5320], 
1548-1549, 1559, 1582; Eng. Ex. 92). For the year 1940 the 
gross and net operating revenues of Baton Rouge Bus Com¬ 
pany were $275,148 and $35,061 respectively and of the Gulf 
States Company were $10,733,468 and $3,689,244 respec¬ 
tively. The area served by the electric department of the 
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Gulf States Company embraces 27,500 square miles and the 
population served is about 405,000. At December 31, 1940 
the utility plant of the Baton Rouge Bus Company was 
$271,747 and of the Gulf States Company was $59,293,661 
(Eng. Exs. 79, 98). 

2. The present bus operation of the Baton Rouge Bus 
Company is an outgrowth and a continuation of a transpor¬ 
tation service begun in 1890 and which was then a street 
railway system; such system was acquired in 1909 by a 
predecessor of the Gulf States Company in conjunction with 
the simultaneous acquisition of electric and gas utilities. 
The gradual substitution of buses for street cars, completed 
in 1936, was caused by the public’s need of extensions of 
service and by the economic necessity of competing with 
privately owned automobiles; and the street car tracks and 
equipment have been completely charged off the Baton 
Rouge Bus Company’s [R. p. 11098] books (1554-1557). The 
Baton Rouge Bus Company was organized in 1938 to own 
and operate the transportation properties because, when the 
properties of the Baton Rouge Electric Company, the former 
owner of the transportation properties, and the Louisiana 
Steam Generating Corporation were consolidated with those 
of the Gulf States Company, the latter’s charter did not per¬ 
mit it to engage in the transportation business. Upon the 
organization of the Baton Rouge Bus Company, 2,000 shares 
of no par value capital stock were issued and all thereof 
sold to Engineers for $90 a share, or an aggregate of $180,000 
(1559). Prior to the operation of buses, the street railway 
was operated under municipal franchises. Each abandon¬ 
ment of street railway service and substitution of bus ser¬ 
vice was pursuant to the consent of the City Council of 
Baton Rouge given by ordinance and the present bus service 
is operated under such ordinances (1557-1558). 
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3. The operation of the transportation system and the 
electric system have many problems in common, including 
understanding of the proper way to render public service to 
many people, the employment of personnel for public con¬ 
tact, 1 accounting and tax matters, claims, insurance and 
maintenance of automotive equipment (1574-1576). There 
are 27 joint employees performing services for both the 
Baton Rouge Bus Company and the Gulf States Company, 
17 being general accounting department employees and 10 
being executive and supervisory employees. These 27 joint 
employees include the president, senior vice-president, vice- 
president and manager, treasurer, assistant treasurer, chief 
clerk and assistant chief clerk of the Baton Rouge Bus 
Company and certain employees in the accounting, claims, 
tax, construction accounting and insurance departments of 
the Gulf States Company (1565-1566, 1605; Eng. Ex. 97). 
The joint employees performing services for the Baton 
Rouge Bus Company and the Gulf States Company each re¬ 
ceive a check semi-monthly from each such company for the 
services performed by them for such companies respectively 
(1604-1605). During the years 1939 and 1940 the pay-roll of 
the Baton Rouge Bus Company for employees used jointly 
with the Gulf States Company averaged $775 per month 
(1609) and of the total monthly salaries of the 27 joint em¬ 
ployees during 1940, namely, $6,337.33, $974.33 or 15%, was 
paid by the Baton Rouge Bus Company and $5,363 or 85%, 
was paid by the Gulf States Company (1647). The main 
office of the Baton Rouge Bus Company is in the same build¬ 
ing that houses the office of the Gulf States Company in 
Baton Rouge (1573) and the Baton Rouge Bus Company 
pays the Gulf States Company $75 per month for rent, 
light and heat, the amount of such payment being based 
upon an estimate, frequently reconsidered, but so far not 
requiring change, of the space necessary to house the two 
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top officers and necessary accounting force of a separate 
transportation organization (1606). The bus garage and 
equipment (1549-1550; Eng. Ex. 93); the regular inspection 
schedule (1551); the transportation equipment consisting 
of 32 buses, one automobile and one service truck (1551; 
Eng. Ex. 94); and the good operating condition of the trans¬ 
portation equipment (1552-1554; Eng. Ex. 95) are all in 
accordance with good bus transportation business practice 
and permit efficient bus transportation service and the bus 
system of the Baton Rouge Bus Company is efficiently 
operated (1574). [R. p. 11099] If the Baton Rouge Bus 
Company could no longer use the joint employees and facili¬ 
ties presently shared with the Gulf States Company, the 
Gulf States Company could not dispense with any of these 
joint employees or make any other savings or get along 
with less office space or facilities (1609-1611, 1657-1660). 
The salaries of the joint employees aggregate $974 per 
month, as increased April 1, 1941 (Com. Ex. 56) and this 
amount, plus the $75 per month now received by the Gulf 
States Company from the Baton Rouge Bus Company for 
rent of office space, aggregates $1,050 per month, or $12,600 
per year. This amount now is being borne by the Baton 
Rouge Bus Company and would be additional cost to the 
Gulf States Company if the transportation business were 
no longer operated jointly with the Gulf States Company. 
This is true because the Gulf States Company could not 
operate with less employees or less office space if the trans¬ 
portation business were independently operated (1611). If 
the joint operation of the Baton Rouge Bus Company with 
Gulf States Company were discontinued the additional cost 
to the Baton Rouge Bus Company to replace the present 
joint employees would be $525 per month, or $6,300 per 
year (1611-1612; Eng. Ex. 99). 
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4. In 1935 a proposed sale of the transportation busi¬ 
ness for $40,000 was blocked by the Council of the City of 
Baton Rouge because they believed that no one else could 
operate a transportation system more efficiently than it 
was being operated by the predecessor of the Gulf States 
Company (at that time under the same management as 
the Gulf States Company itself) or could offer Baton Rouge 
any improved service (1560-1562, 15S4-15S5; Eng. Ex. 96). 
The reason why the predecessor of the Gulf States Com¬ 
pany was willing to sell the transportation business in 1935 
was that it was then unprofitable (1579, 15S3). During 
1935 the total net operating revenue of the transportation 
business before depreciation, interest and amortization was 
$7,851. The net operating revenue of the transportation 
business before depreciation, interest and amortization 
was $43,552 in 1936 and $54,453 in 1937 (1S03-1S05). The 
Baton Rouge Bus Company is now operating at a profit 
(1579, 1582-1583), the balance of income remaining for 
capital stock and surplus, after operating expenses, taxes, 
maintenance, depreciation and interest, for the year 1940 
being $34,938 (Eng. Ex. 98). 

1 5. The Baton Rouge Bus Company enjoys excellent 
public relations (1566) and the operation of the bus system 
of the Baton Rouge Bus Company in conjunction with the 
Gulf States Company results in much better satisfaction 
to the public than would be obtained if the bus system were 
operated separately (15S5). In 1930 when the population 
of the area served by the transportation system was 45,000, 
the transportation system transported 3,000,156 passengers. 
In 1940 when the population of the area served by the trans¬ 
portation system of the Baton Rouge Bus Company was 
70,000, 5,542,556 passengers were carried. Thus during 
the past ten years, the increase in population was 55.5% 
while the increase in passengers carried was 84.7% (1566- 
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the electric facilities serving that division and the water 
properties are located on the same piece of property (1742- 
1743; Com. Ex. 57). If the water pumping and production 
facilities at Calvert, Xavasota, Orange and, to a great ex¬ 
tent, at Lake Charles, were separated from the electric 
facilities of the Gulf States Company, the water machinery 
would have little more than secondhand or scrap value be¬ 
cause the water and electrical machinery is so intermingled 
that the water business could not be operated at those 
locations as a separate business without removal (1722, 
1743-1746). 

6. The water business generally is a profitable business 
(1731); and the balance available in the water department 
of the Gulf States Company for the year 1940 before inter¬ 
est and amortization, after giving effect to the re-allocation 
of expenses between departments of the Gulf States Com¬ 
pany recommended by Mr. Faber, Treasurer of the Gulf 
States Company, was $49,715.21, and after interest and 
amortization was $14,6S6.59 (1969; Eng. Ex. 119). The 
balance available for the remainder of the Gulf States Com¬ 
pany (after eliminating the water department) for the year 
1940 before interest and amortization, after giving effect 
to the re-allocation of expenses between departments of the 
Gulf States Company recommended by Mr. Faber was 
$3,656,514.30, and after interest and amortization was 
$2,411,647.74 (Eng. Ex. 119). The gross operating rev¬ 
enues of the water department and of the remainder of 
the Gulf States Company (after eliminating the water de¬ 
partment) for the year 1940 were $235,375.40 and $10,498,- 
* 092.37 respectively (Eng. Ex. 119). 
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similar in matters of meter reading, billing and collecting 
and such things as these [R. p. 11114] factors make joint 
operation desirable in order that joint facilities and joint 
employees may be used (1775); the same men that analyze 
water in the boilers of electric power plants also test water 
for drinking purposes in the same laboratories (1775); and 
electric and water operations have many problems in com¬ 
mon, including those of public relations and water purifi¬ 
cation and supply (1776-1779). The Gulf States Com¬ 
pany's water properties are subject to inspection by the 
State Health Department of Texas or of Louisiana and by 
local health authorities, and the small communities receive 
the benefit of the services of trained technical men located 
in the larger plants of the Gulf States Company in handling 
purification and chlorination (170S). 

5. At Orange, the water production plant is located on 
the same property with the electric power station and ice 
plant, and in the principal structure are located the elec¬ 
tric production equipment, the ice plant and part of the 
water pumping facilities (1706, 1737-1738; Com. Ex. 58, 
Eng. Ex. 109). It would not be feasible to have the prop¬ 
erty on which the water wells are located at Orange owned 
separately from the electric property there (1740-1741). 
At Xavasota, the division offices of the Company, the ice 
plant and the water production facilities are located in the 
principal plant structure which is used jointly by the elec¬ 
tric, water and ice departments (1706, 1739; Com. Ex. 59, 
Eng. Ex. 115). At Calvert, the principal plant structure 
is used jointly by the electric, ice and water departments 
and the largest building houses the steam boiler and steam 
generating equipment, the ice plant and some of the water 
pumping facilities. The water wells and standpipe are in 
the yard, as is the office building servicing the Calvert dis¬ 
trict (1739; Com. Ex. 60, Eng. Ex. 113). At Lake Charles, 
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water system, whereas at December 31,1940 the investment 
was about $830,000 (1713; Eng. Ex. 103); and many im¬ 
provements have been made in the Lake Charles water sys¬ 
tem (1713-1720; Eng. Exs. 104, 105). 

3. The operations of the water systems are carried on 
under franchises from the respective cities and municipali¬ 
ties, which franchises expire as follows: Calvert—1962, 
Franklin—1973, Navasota—1957, Orange—1947, Denham 
Springs—1953 and Lake Charles—1949. The operation of 
the water system at Carencro is carried on under a fran¬ 
chise and lease both expiring in 1950 and winch require 
the Gulf States Company to maintain its electric service 
there (1700-1701; Eng. Ex. 107). In each community in 
wilieh the Gulf States Company operates a w'ater system 
the capacity available, including pumps, reservoirs and 
mains, is more than adequate to supply the normal require¬ 
ments of the community and there is additional capacity 
for fire protection purposes (1704). 

4. Water operations are under the supervision of the 
production department of the Gulf States Company wdiich 
is responsible for all electric, v’ater and ice production 
facilities of the Company. In Calvert, Navasota and 
Orange, where electric, ice and wrater facilities are located, 
the plant personnel performs duties for all three opera¬ 
tions; and in Franklin, Carencro and Denham Springs ser¬ 
vice men and other employees of the electric department 
operate the water properties. At Lake Charles the water 
property is operated by employees devoting most of their 
time to that work (1704-1705). Accounting, claim and 
safety work and general supervision of the water proper¬ 
ties are handled by the same organization which perform 
like duties for other departments (1705). Many economies 
can be obtained through joint operation of water and elec¬ 
tric facilities (1774); electric and water operations are 
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1699; Eng*. Ex. 100). The water property at Carencro, 
Louisiana, has a daily pumping capacity of 432 thousand 
gallons and as of December 31, 1940 had 152 customers out 
of a population of 850. The lease covering the operation 
of this property, which property is owned by the Village of 
Carencro, was acquired by the Gulf States Company 
together with electric property in 1926 (1695, 1698-1699; 
Eng. Ex. 100). Four of the seven water properties pres¬ 
ently operated by the Gulf States Company, namely, the 
properties at Franklin, Navasota, Orange and Carencro, 
were previously operated by municipalities which desired 
the water systems to be operated by a utility in order to 
secure a better water service than they were able to fur¬ 
nish (1699). At Conroe, Texas, the [R. p. 11113] Gulf 
States Company owns the wells and supplies power for 
the operation of the pumps which are owned by the City 
(1704). The miles of mains owned and operated by the 
Gulf States Company total 119 and are located as follows: 
Calvert 7 miles, Denham Springs 2 miles, Franklin 7 miles, 
Lake Charles 57 miles, Navasota 14 miles and Orange 32 
miles (1704). The Gulf States Company has made improve¬ 
ments in the water systems in each community in which it 
now operates water properties (1721). The Gulf States 
Company carries on an electric business in all of the com¬ 
munities in which its water business is carried on. 

2. The Lake Charles water property is the largest oper¬ 
ated by the Gulf States Company (1702); since the Gulf 
States Company acquired this property in 1926 the popu¬ 
lation of Lake Charles has increased 50% and the water 
system has been enlarged to a greater extent (1708; Eng. 
Exs. 101, 102); in 1925 there were less than 2,000 water 
customers in Lake Charles, whereas on December 31, 1940 
there were about 4,300 customers (1713; Eng. Ex. 103); in 
1925 there was about $230,000 invested in the Lake Charles 
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ant to an agreement calling for the furnishing by the pur¬ 
chaser of satisfactory electric and water service to the 

* 

people of Franklin and was acquired by the Gulf States 
Company in 1929 together with electric and ice properties 
(1694, 1695-1696; Eng. Ex. 100). The water property at 
Navasota, Texas, has a daily pumping capacity of 1,728 
thousand gallons and as of December 31, 1940 had S03 cus¬ 
tomers out of a population of 6,300. This property was 
acquired by the Gulf States Company together with elec¬ 
tric and ice properties in 1929 and these water, electric and 
ice properties had been operated jointly since 1915. In 
1937 the City of Navasota was unwilling to acquire and 
operate the water property (1694, 1696-1697; Eng. Ex. 
100). The water property at Orange, Texas, has a daily 
pumping capacity of 5,328 thousand gallons and as of 
December 31,1940 had 1,696 customers out of a population 
of 9,500. This property was acquired by the Gulf States 
Company together with electric and ice properties in 1925 
and these water, electric and ice properties had been oper¬ 
ated jointly since 1907 (1694, 1697-1698; Eng. Ex. 100). 
The water property at Lake Charles, Louisiana, has a daily 
pumping capacity of 11,640 thousand gallons and as of 
December 31,1940 had 4,312 customers out of a population 
of 23,000. This property was acquired by the Gulf States 
Company together with electric, gas and ice properties in 
1926, at which time one of the requirements in securing a 
franchise was a requirement that the water system would 
be rehabilitated (1694-1695, 1698; Eng. Ex. 100). The 
water property at Denham Springs, Louisiana, has a daily 
pumping capacity of 209 thousand gallons and as of Decem¬ 
ber 31,1940 had 159 customers out of a population of 1,200. 
This property was acquired by the Gulf States Company 
together with electric, gas and ice properties in 1938 from 
a predecessor company which had acquired it in 1929 (1695, 
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1567). Peak headways throughout the principal lines of 
the Baton Rouge Company transportation system are 5 to 
SV+ minutes; as of December 31, 1940, SS% of the equip¬ 
ment in use had an average age of only 31 months; the fare 
is 5c for the greater portion of the lines operated and 
school children are carried at %ths of the regular fare 
(1567). 

* # • * • 


[R. p. 11111] Gulf States Water. 

Requested Findings of Fact. 

1. In the expansion of its electric business through the 
purchase of properties, the Gulf States Company had to 
acquire water properties, since the equipment and facilities 
for both electric and water operations were located in the 
same buildings or adjacent thereto on the same properties 
(1692). The Gulf States Company owns and operates 
water businesses in Calvert, Franklin, Xavasota and 
Orange, in Texas, and Denham Springs and Lake Charles 
in Louisiana, and leases and operates a water system in 
Carencro, Louisiana. The population served in these com¬ 
munities totals about 44,000 (1693). The water property 
at Calvert, Texas, has a daily pumping capacity of 3,600 
thousand [R. p. 11112] gallons and as of December 31, 1940 
had 365 customers out of a population of 2,500. This prop¬ 
erty was acquired by the Gulf States Company together 
with electric and ice properties in 1929 and these water, 
electric and ice properties had been operated jointly since 
before the beginning of the century (1694, 1695; Eng. Ex. 
100). The water property at Franklin, Texas, has a daily 
pumping capacity of 576 thousand gallons and as of Decem¬ 
ber 31; 1940 had 272 customers out of a population of 1,100. 
This property was acquired by a predecessor of the Gulf 
States! Company in 1923 from the City of Franklin pursu- 



345 


Excerpts from Requested Findings and Brief on Behalf 

of Respondents. 

[R. p. 11129] Gulf States Gas System 

Requested Findings of Fact. 

1. The Gulf States Company distributes natural gas 
purchased from Interstate Natural Gas Company, Inc. to 
residential, commercial and industrial customers in Baton 
Rouge, Louisiana and adjacent suburbs (G. 9 [R. p. 5314]; 
G. Ex. 2). The electric utility system of the Gulf States 
Company operates in the States of Texas and Louisiana (G. 
77 [R. p. 5384]). The service area of the gas utility system 
of the Gulf States Company is wholly within the service 
area of the electric utility system of the Gulf States Com¬ 
pany (G. 9 [R. p. 5314]; G. Ex. 2 [R. p. 10080], Eng. Exs. 
64, 66). The area served by the gas system of the Gulf 
States Company is 15 square miles and has a population of 
70,000 (G. 14-15 [R. p. 5319-5320]), and the area served by 
the electric system of the Gulf States Company is 27,500 
square miles and has a population of 405,000 (Eng. Ex. 79). 
The gas system of the Gulf States Company had as of Janu¬ 
ary 1, 1941 12,542 gas customers (G. 17 [R. p. 5322]), and 
the Gulf States Company had 92,132 electric customers as 
of December 31, 1940 (Eng. Ex. 79). All of the customers 
of the Gulf States Company’s gas system are also cus¬ 
tomers of that Company’s electric system (3936; Eng. 
Ex. 226). The Gulf States Company’s gas distribution sys¬ 
tem at December 31, 1940 consisted of about 169 miles of 
main, 52 miles being low pressure system mains and 117 
being intermediate pressure system mains (G. 31 [R. p. 
5336]). As of December 31, 1940, the Gulf States Com¬ 
pany’s gas system had 11,926 service lines from street mains 
to customers (G. 32 [R. p. 5337]). The Gulf States Com¬ 
pany’s gas system has on hand, either in service or in the 
shop for repair, about 14,359 meters (G. 33 [R. p. 5338]). 
The gross revenue for the year 1940 was $719,926 for the 
gas system of the Gulf States Company, and $10,840,399 for 
the remainder of the Gulf States Company (G. Ex. 9 [R. p. 
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10123]). The balance of income remaining before interest 
and amortization for the year 1940, as adjusted to reflect 
the suggested method of allocation of Mr. Faber, Treas¬ 
urer of the Gulf States Company (1962-1968), was $163,998 
for the gas system of the Gulf States Company, and 
$3,542,231 for the remainder of the Gulf States Company 
(Eng. Ex. 119). The utility plant account as of December 
31,1940 was $1,676,152 for the gas system of the Gulf States 
Company, and $57,768,257 for the remainder of the Gulf 
States Company (G. Ex. 12 [R. p. 10127]). 

2. The contract for the purchase of gas, as amended, 
between the Gulf States Company and Interstate Natural 
Gas Company, Inc., was negotiated by the Gulf States Com¬ 
pany to insure an adequate and dependable supply of gas 
at the lowest rates obtainable under competitive conditions 
(G. 20-21 [R. p. 5325-5326]; G. Ex. 3 [R. p. 10081-10099]). 
When in 1938 natural gas was discovered in the area served 
by the gas system of the Gulf States [R. p. 11130] Company 
in Baton Rouge, the Gulf States Company made a thorough 
investigation of the field with a view to developing its own 
supply of gas directly therefrom. After this investigation, 
the Gulf States Company decided, because of certain facts 
affecting the amount of gas reserve in the field, not to at¬ 
tempt to produce its own gas supply, but to supplement its 
gas purchase contract with Interstate Natural Gas Com¬ 
pany, Inc. (G. 21-25 [R. p. 5326-5330]). In so doing, the 
Gulf States Company effected a saving in the purchase 
price of its gas supply amounting to about 16% of its annual 
gross revenue from the sale of gas. This saving is being 
passed on by the Gulf States Company to its gas consumers 
(G. 26-27 [R. p. 5331-5332]). 

3. As a result of several years of study and experience 
on the part of the employees of the gas system of the Gulf 
States Company, the testing and repairing of meters, with- 
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out affecting tlieir accuracy, have been improved by the 
elimination of one periodic test which has resulted in sub¬ 
stantial savings in repairs and has materially reduced the 
cost of removing and resetting meters. Due to this im¬ 
provement, the average cost per meter through shop test 
and repair has been reduced from $3.24 in 1935 to $2.30 in 
1940 (G. 46 [R. p. 5353]). The Gulf States Company’s gas 
system renders twenty-four hour service on trouble calls 
(*G. 47 [R. p. 5354] ). The Gulf States Company’s gas system 
maintains a regular system for inspection of equipment and 
unsatisfactory conditions are immediately eliminated (G. 

53 [R. p. 5360]). Unaccounted for gas, which is the dif¬ 
ference betwen the gas purchased and the gas sold and used 
by the Gulf States Company, and in which leakage is by 
far the most important factor, has been reduced in the Gulf 
States Company’s gas system from 11.5% in 1938 to 7.6% 
in 1939, and to'4.6% in'l940 (G. 51-52 [R. p. 5358-5359]). 
The Gulf States Company’s gas system has an excellent 
safety record achieved through a well-balanced safety pro¬ 
gram and cooperation between management and employees. 
From the beginning of 1937 to April 1, 1941, gas system 
employees had worked 1,605 days without a lost time acci¬ 
dent (G. 69-70 [R. p. 5376-5377] ). In order to keep abreast 
of modern methods of operation and advancement of the 
industry, the Gulf States Company maintains memberships 
in various associations and employees of its gas system 
attend conventions and congresses and take courses (G. 53- 

54 [R. p. 5360-5361]). 

4. The Gulf States Company’s gas rate schedule in effect 
April 16,1941 (G. Ex. 6 [R. p. 10112-10115]) is on file with 
and has been approved by the Louisiana Department of 
Public Service (G. 74 [R. p. 5381]). The Gulf States Com¬ 
pany in Louisiana is subject to a law giving the Depart¬ 
ment of Public Service jurisdiction over rates and services 
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of public utility companies and this jurisdiction applies to 
gas rates and services (G. 88-89 [R. p. 5395-5396]). 

[R. p. 11131] 5. Of the 8 directors of the Gulf States Com¬ 
pany in office in May, 1941, three are residents of Baton 
Rouge, Louisiana (1390-1393). The Gulf States Company 
maintains, with offices at Baton Rouge, Louisiana, a Vice- 
President, an Assistant Treasurer, an Assistant Secretary, 
and a Sales Manager, who supervise both the electric opera¬ 
tions in the State of Louisiana and the gas operations in 
Baton Rouge (1374-1375; Eng. Ex. 72). The Gulf States 
Company’s gas system has an average of 76 full-time em¬ 
ployees, excluding joint employees, who are under the super¬ 
vision of the Gas Superintendent, and are divided into four 
groups, namely, the Engineering Department, the Meter 
Laboratory, the Service Department and the Construction 
& Maintenance Department (G. 43 [R. p. 5350]). 

6. The gas system is operated jointly with the electric 
system of the Gulf States Company. There are 200 joint 
employees other than executives doing work for the gas 
system and the remainder of the Gulf States Company of 
which 45 are engaged in customers ’ accounting and collect¬ 
ing; 30 in new business and sales activities, and 125 in 
accounting and general activities (3944; Eng. Ex. 227). 
There is also joint use of facilities by the gas system and the 
electric system of the Gulf States Company. The gas system 
and the remainder of the Gulf States Company jointly use 
the general office building and a service building both lo¬ 
cated in Baton Rouge. In the service building are housed 
the operating department heads, including the operating 
head of the gas department, the engineering offices and 
meter testing departments in which work is done for both 
the electric and gas departments, and the gas laboratory. 
There is a joint use of a pool of automobiles by the execu¬ 
tives of the accounting and sales departments, serving both 
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the gas and electric departments. In emergencies, gas and 
electric automotive equipment are used by either the electric 
or the gas department in which the emergency exists. The 
service building is also used for the storing of material and 
supplies for both the electric and the gas departments. A 
lot adjacent to the service building is used for storing and 
servicing automobiles used in the operation of both the gas 
and electric departments (G. 34 [R. p. 5339], G. 35 [R. p. 
5340], G. 75 [R. p. 5382],). The economies presently realized 
from the operation of the gas system as a part of the Gulf 
States Company, and which would be lost if the gas system 
were operated independently, aggregate $7,873 per month, 
of which $3,502 per month is allocable to the gas system and 
$4,371 per month is allocable to the remainder of the Gulf 
States Company (3942; Eng. Ex. 227). Said $7,873 per 
month is composed of: $1,741 per month for executive 
salaries and supervisory services, of which $609 per month 
is allocable to the gas system and $1,132 per month is 
allocable to the remainder of the Gulf States Company 
(3943-3944; Eng. Ex. 227); $3,140 per month for payroll 
(excluding executive), of which $1,200 per month is 
allocable to the gas system and $1,940 per month is allocable 
to the remainder of the Gulf States Company (3944-3950; 
Eng. Ex. 227); $592 per month for rents, of which $394 per 
month is allocable to the gas system and $198 per month is 
allocable to the remainder of the Gulf States Company 
(3951; Eng. Ex. 227); [R. p. 11132] $930 per month for 
charges on owned buildings and equipment, of which $525 
per month is allocable to the gas system and $405 per month 
is allocable to the remainder of the Gulf States Company 
(3951-3952; Eng. Ex. 227); $125 per month for maintenance 
expense on structures and equipment, of which $12 per 
month is allocable to the gas system and $113 per month is 
allocable to the remainder of the Gulf States Company 
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(3952? Eng. Ex. 227): $220 per month for taxes, of which 
$122 per month is allocable to the gas system and $98 per 
month is allocable to the remainder of the Gulf States Com¬ 
pany (3952: Eng. Ex. 227): $204 per month for transporta¬ 
tion, of which $29 per month is allocable to the gas system 
and $175 per month is allocable to the remainder of the Gulf 
States Company (3953; Eng. Ex. 227); $170 per month for 
advertising, of which $98 per month is allocable to the gas 
system and $72 per month is allocable to the remainder of 
the Gulf States Company (3953-3954; Eng. Ex. 227); $83 
per month for donations, of which $72 per month is allocable 
to the gas system and $11 per month is allocable to the re¬ 
mainder of the Gulf States Company (3954-3955; Eng. Ex. 
227): $167 per month for legal expenses, of which $79 per 
month is allocable to the gas system and $88 per month is 
allocable to the remainder of the Gulf States Company 
(3955; Eng. Ex. 227); $354 per month for postage, of which 
$159 per month is allocable to the gas system and $195 per 
month is allocable to the remainder of the Gulf States Com¬ 
pany (3955; Eng. Ex. 227); $41 per month for other office 
supplies and expenses, all of which is allocable to the gas 
system (3956; Eng. Ex. 227); $108 per month for electric 
service allocable to the gas system, which is offset by an 
expense to the remainder of the Gulf States Company in the 
same amount (3956; Eng. Ex. 22*); $35 per month for gas 
service allocable to the remainder of the Gulf States Com¬ 
pany, which is offset by an expense to the gas system in the 
same amount (3956-3957; Eng. Ex. 227); $106 per month for 
telephone service, of which $S9 per month is allocable to the 
gas system and $17 per month is allocable to the remainder 
of the Gulf States Company (3957; Eng. Ex. 227). Accord¬ 
ingly, the economies presently realized from the operation 
of the gas system as a part of the Gulf States Company, and 


* Should be Eng. Ex. 2 27 . 
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which would be lost if the gas system were operated inde¬ 
pendently, being $7,873 per month, aggregate $94,476 per 
year, of which $42,024 per year is allocable to the gas system 
and $52,452 per year is allocable to the remainder of the Gulf 
States Company (3942; Eng. Ex. 227). In addition to the 
economies set forth above, there are a number of economies 
presently realized from the operation of the gas system as 
a part of the Gulf States Company, and which would be lost 
if the gas system were operated independently, and such 
additional economies arising, for example, in connection 
with insurance, employees’ welfare, employees’ expense ac¬ 
count, automobile parking space and the cost of money might 
amount to a considerable sum (3957-3958); and no econo¬ 
mies would be realized if the gas system were operated inde¬ 
pendently instead of as a part of the Gulf States Company 
(3958). 

# * # * m 

[R. p. 11166] El Paso Transportation. 

Requested Findings of Fact. 

1. The transportation business of the El Paso System 
consists of a coordinated electric street railway and bus 
transportation system in the City of El Paso, Texas, an 
electric street railway system in Juarez, Mexico, and two 
international toll bridges across the Rio Grande between 
El Paso and Juarez. The transportation system in El Paso 
is owned and operated by the El Paso Company and connects 
with the transportation system in Juarez, which is owned 
by the El Paso and Juarez Company and operated by the 
El Paso Company under a contract between the two com¬ 
panies. The American parts of the two international toll 
bridges are owned and operated by the El Paso Company 
and the Mexican parts are owned by the El Paso and Juarez 
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Company and operated under a contract by the El Paso 
Company (2433-2434, 2442; Eng. Ex. 129). 

2. The El Paso Electric Railway Company was incorpo¬ 
rated in Texas in 1901 to construct, acquire, maintain and 
operate street and suburban railways in and near El Paso 
for transporting passengers. The charter was amended in 
1905 to include supplying and selling electric light and power 
to the public and municipalities, so long as the company 
used electricity as the motive power for the operation of its 
lines, and to acquire and provide the necessary appliances. 
In 1925 the company’s name was changed to El Paso Elec¬ 
tric Company. In 1934 an amendment to its charter gave the 
company power to acquire, maintain and operate motor 
buses to carry passengers for hire within, or within five 
miles of, the corporate limits of cities or towns and removed 
the restriction that it could only sell electric light and power 
so long as it used electricity as the motive power for the 
operation of its lines (2452-2453). In 1902 the El Paso Com¬ 
pany acquired the street railway properties then being 
operated in El Paso and the American parts of two inter¬ 
national toll bridges, and the El Paso and Juarez Company 
continued the street railway operations in Mexico (2997- 
2999; Eng. Ex. 178). Between 1902 and 1905 the El Paso 
Company replaced the mule car system with an electric 
railway system which expanded rapidly until 1925 (2999- 
3002; Eng. Exs. 179,180). The two international toll bridges 
of the El Paso System between El Paso and Juarez were 
originally built in 1882 and 1889, respectively, primarily 
for street car use and were rebuilt in 1925 and 1930 respec¬ 
tively. These bridges were constructed and are operated 
under certain Acts of Congress (3011-3012; [R. p. 11167] 
Eng. Exs. 184, 134). The investment in these bridges is 
carried in railway plant account (3013). Transportation 
operations of the El Paso System began before 1900 and the 
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electric business did not begin until 1905. It was not until 
1915 that electric revenue first exceeded transportation 
revenue and transportation revenue again exceeded electric 
revenue in 1919 and 1920. It was not until after 1920 that 
electric operations emerged as the more important phase 
of total system operations (3025-3026; Eng. Ex. 186). All 
of the rolling stock used on the El Paso and Juarez Com¬ 
pany’s lines is in the property account of the El Paso 
Company (3033). All of the capital stock of the El Paso 
and Juarez Company and all of the common stock of the 
El Paso Company is owned by the El Paso (Delaware) 
Company (2425). 

3. Just prior to 1925 and in the succeeding years com¬ 
petition of private automobiles required changes in the 
method of operation and style of equipment of the El Paso 
System’s transportation system (3002-3003). A number of 
bus routes were substituted for street car routes and each 
change in routing where buses were substituted for street 
cars was pursuant to a resolution or ordinance of the city 
authorities of El Paso (3004-3006; Eng. Ex. 181). The El 
Paso System began using buses in 1926 to expand and de¬ 
velop districts and to avoid further investment in track 
construction. These bus routes were new and not in sub¬ 
stitution for existing service. The first conversion of exist¬ 
ing car lines to bus took place in 1930, followed by important 
conversions in 1935 and subsequent years to avoid heavy 
expenditures for track maintenance. These substitutions of 
buses found public favor (3013-3015, 3026-3027). The El 
Paso System operated on January 1,1940 approximately 33 
miles of bus route and 18 miles of railway. The number of 
miles of track reached its peak in 1920, when about 64 miles 
were operated, and has decreased each year since then and 
the miles of bus route have increased from their begi nnin g 
in 1926 to the point where they now exceed the miles of rail- 
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way route (3006-3007, 3026-3027; Eng. Ex. 182). The El 
Paso System operates 34 street cars and 47 buses. The 
number of street ears reached its peak in 1920, when about 
104 were in use and thereafter decreased each year to about 
24 in 1940, when 10 additional secondhand cars had to be 
acquired to handle the increased transportation require¬ 
ments due to national defense (3008-3009; Eng. Ex. 183). 

4. The operation and abandonment of street railways 
and buses are subject to the jurisdiction of the City Council 
of El Paso: operations are carried on under franchises 
granted by that body and abandonments of street railway 
tracks and substitutions of buses and operation of buses 
over new routes have only been undertaken pursuant to 
ordinances giving permission to do so (3024-3025). Where 
bus service has been substituted for street car service, the 
removal of tracks and repair of streets has been carried out 
in a manner satis- [R. p. 11168] factory to the Mayor and 
City Council of El Paso (3018-3020; Eng. Ex. 134). In 1928 a 
modern bus garage was built and it is well equipped for all 
kinds of maintenance and repair work, which permits the 
El Paso System to keep a minimum of spare parts and 
enables it to operate its buses at a high average of approxi¬ 
mately 50,000 miles per unit per year. The bus maintenance 
garage, storage space and service equipment are so located 
and arranged that bus and street car maintenance work is 
readily coordinated, and from the underground gasoline 
tanks the electric system is supplied with gasoline for its 
automotive equipment (3015-3016; Eng. Ex. 134). Street 
cat and bus fares generally in and around El Paso are six 
cents with universal transfer between all routes and types 
of equipment. School fares are one-half of the regular fare. 
In Juarez the fare is 12 centavos or approximately two and 
one-half cents (3009-3010). During the twenty-year period 
beginning in 1920, the annual number of passengers carried 
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on the transportation system of the El Paso System dropped 
50% and the annual vehicular miles operated dropped 72%; 
whereas the total annual expenditure for operating the 
claim department, including settlements, dropped 75%. 
Despite considerable decrease in total gross earnings of the 
transportation system, the ratio of total claims expense to 
gross earnings dropped from 6.9% to 2.8% during such 
twenty-year period (3027). 

5. There are three street railway lines now operated by 
the El Paso System in El Paso and in Juarez, namely, the 
Fort Bliss Line, 6M> miles in length, from downtown El Paso 
to the Fort Bliss Military Reservation; the Park Line, 4 
miles in length, from downtown El Paso through thickly 
populated Mexican districts to Washington Park, an amuse¬ 
ment park; and the Mexico Line, a loop route from down¬ 
town El Paso across one toll bridge to Juarez and back 
across the other toll bridge, the distance from one end of the 
route in El Paso to the furtherest point on the loop in Juarez 
being about 3M> miles. There is also a small branch line, 2 y* 
miles long, off the loop line from Juarez to an abandoned 
race track (3028-3029). The transportation division of the 
El Paso System consists of the track and overhead depart¬ 
ment, which is in charge of a superintendent responsible 
for the street railway and track overhead and who also 
supervises crews engaged on new construction or main¬ 
tenance of the different properties of the system; the me¬ 
chanical department, which has a personnel of about 35 em¬ 
ployees and is under the supervision of a superintendent; 
the claim department, consisting of a claim agent and an 
assistant claim agent (who is also the system’s safety en¬ 
gineer) and who do claim, accident and safety work for the 
entire system; and the operating department, which is in 
charge of a superintendent and has a personnel of about 
125 (2580-2582; Eng. Ex. 137). During the year 1940 the 
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total number of passengers carried by the El Paso Com¬ 
pany’s transportation system was 8,328,000, of which 
4,077,000, or 49%, were railway passengers and 4,251,000, 
or 51%, were bus passengers: and the number of 
[R. p. 11169] passengers carried in street cars over the El 
Paso and Juarez Company’s lines was 1,242,400 (3033). 
During 1940 the El Paso Company’s transportation system 
operated 1,998,000 miles, 706,000, or 35%, being railway 
miles and 1,292,000, or 65%, being bus miles. The railway 
miles operated by the El Paso and Juarez transportation 
system were 97,000 during that year (3033-3034). For the 
year 1940 the operating revenues of the transportation 
business of the El Paso System were $674,617 and of the 
electric business were $2,782,918 (Eng. Exs. 175, 176). For 
the year 1940, the balance remaining before interest and 
amortization, after giving effect to the re-allocation of ex¬ 
penses between departments suggested by Mr. Yetman, 
Treasurer of the El Paso Company, was $918,680 for the 
electric business and $81,975 for the transportation business 
of the El Paso System (2933; Eng. Ex. 176). The book value 
of the total transportation property of the El Paso System 
at December 31,1940 was $2,423,651; consisting of $1,519,449 
for the street railway property of the El Paso Company in 
El Paso, excluding the American portions of the two toll 
bridges; $169,510 for the El Paso Company’s interest in said 
two bridges; $295,906 for the bus property of the El Paso 
Company in El Paso; $269,276 for the street railway prop¬ 
erty of the El Paso and Juarez Company in Juarez; and 
$169,510 for the interest of the El Paso and Juarez Company 
in the two toll bridges (2935-2936). The book value of the 
total electric property of the El Paso Company at December 
31, 1940 was about $12,300,000. 

6. The operations of the electric system and the trans¬ 
portation system of the El Paso System are carried on 
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jointly; the accounting work for both is done in the general 
office of the El Paso Company; both are supervised by one 
group of supervisory officials; there is joint use by both of 
storeroom facilities and personnel (3021). There is joint 
use of facilities and personnel between the railway and 
electric systems; the operation and maintenance of railway 
converter equipment, necessary to supply direct current to 
the street railway operations, is done by the electric system 
personnel, and all charges are allocated to railway expense; 
there is joint use of poles; joint use of underground power 
ducts at a great saving to the transportation system; joint 
use of automobiles and trucks; the engineering work of the 
transportation system is carried out by the general engineer 
of the El Paso System and his staff; overhead and track 
maintenance crews are used in either the electric or trans¬ 
portation systems with resulting economies; and the claim 
department renders services to both systems, both as to 
claim and safety work (3021-3023). A portion of a building 
owned by the El Paso Company, called the Transportation 
Building, is used by the electric department and a portion 
of the land adjacent to this building is used by the electric 
department for storage of automotive equipment (2926). 
There are 44 joint employees doing work for the electric 
and transportation departments, 4 being in the executive 
group, 12 in general accounting, 3 in purchasing, 6 in steno¬ 
graphic, 3 in cashiering, 2 in claims, 2 in advertising and 
publicity, and the balance being [R. p. 11170] clerks of a 
miscellaneous nature (3084-3085). During 1940, the total 
joint pay-roll of employees rendering services to the trans¬ 
portation and other departments of the El Paso System 
was $120,880 and, after the re-allocations suggested by Mr. 
Yetman, the amount thereof chargeable to transportation 
was $20,750.52 (3078-3079). The El Paso and Juarez Com¬ 
pany has no employees, all of its work being handled by the 
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El Paso Company under its operating contract (2577; Eng. 
Ex. 129). By the joint use of personnel between the electric 
andi transportation systems the best interests of efficient 
operation are served and a diversity of work results which 
enables the El Paso Company, by proper scheduling of 
work, to avoid labor turnover which gives employees a 
sense of security in their jobs. The combination of trans¬ 
portation and electric operations results m advantages to 
each in respect of the supervisory organization and ac¬ 
counting work, purchasing, personel, claim and safety 
work (25S6-25S7; Eng. Ex. 137). 

7. The amount which would have to be charged off the 
books of the El Paso System representing railway and 
bridge properties, if the transportation properties were 
disposed of, is, as of May 31, 1941, $2,131,359 (3050-3051). 
The amount of electric power furnished the railway is only 
6S6 kw out of a total system annual peak load of about 
30,000 kw (3141). The remainder of the El Paso Company 
would not benefit if the capacity now utilized for supplying 
the rail wav load were released for other use bv reason of 

* V 

the disposition of the transportation properties of the El 
Paso System to a purchaser who would convert the trans¬ 
portation operations into all bus operations (3053-3055). 
If the transportation system of the El Paso System had to 
be divested and could no longer be operated jointly with 
the remainder of the El Paso Company, the electric system 
of the El Paso Company would have to bear $29,231 per 
year of expenses now assigned to the transportation system 
pursuant to re-allocations of interdepartmental expenses 
proposed by Mr. Yetman, Treasurer of the El Paso Com¬ 
pany (3152). This amount of $29,231 is made up of: payroll 
of executive and other joint personnel and associated payroll 
taxes—$13,840; jointly used facilities—$6,0S0; pensions— 
$7,270; and contributions, dues, etc.,—$2,041 (3037-3046, 
3076, 3101, 3257; Com. Ex. 64). 
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8. The Park Line and the Mexico Line are in good con¬ 
dition and their operation will be continued without any 
unusual amount of maintenance for about ten years until 
the railway franchise in El Paso expires in 1951. The small 
branch line off the loop line, the book value of which is 
$35,024 covering both track and overhead, will be aban¬ 
doned as soon as permission is received from the Federal 
authorities in Mexico City. The Fort Bliss Line will con¬ 
tinue to be operated for not less than three to five years 
(3029-3032, 3033). If the Fort Bliss Line were abandoned 
within three to five years, only the outer portion could be 
abandoned and retired and such portion has a book value 
of $329,134 (3034-3035). The railway [K. p. 11171] division 
of the transportation system of the El Paso System will 
have no capital requirements during the next ten years 
(3035-3036). The gross and net operating revenues of the 
El Paso System’s transportation system during 1940 may 
safely be regarded as a minimum average for the next ten 
years (3036-3037). If the transportation business of the El 
Paso System were disposed of, the purchaser would not con¬ 
tinue the street railway operations as at present, but would 
convert the entire operations to bus operations (3046, 3238). 
If the transportation operations were converted to all bus 
operations, under existing conditions, the cost would be 
$476,500, made up of $41,500 for restoration of paving after 
crediting salvage from cars and other equipment; $360,000 
for necessary new buses; and $75,000 for necessary addi¬ 
tional garage facilities (3046-3048). At May 31, 1941, the 
book value of the El Paso System’s bus property was 
$403,483 (3048). A purchaser of the El Paso System’s 
transportation properties would desire to purchase the 
two international toll bridges (3049). The book value of the 
bus system properties on the basis of the conversion of the 
railway operations to all bus operations and including the 




360 


Excerpts from Requested Findings and Brief on Behalf 

of Respondents. 

El Paso Transportation (Cont’d) 

book value of the two international toll bridges, is $1,219,003, 
made up of $403,483 as the book value of the present bus 
properties; $476,500 as the cost of converting the present 
railway property to all buses; and $339,020 as the book 
value of the two international toll bridges (3050). There 
is no property of the El Paso System’s transportation sys¬ 
tem which would be used bv or useful to the remainder of 

• 

the El Paso System, or which it would desire to retain, if 
such transportation properties were disposed of (3050). 
Based on the 1940 level of earnings, the net annual increment 
caslh to the El Paso Company from transportation opera¬ 
tions is $177,000 computed by adding (1) the $S2,000 gross 
inc J ome of the transportation system, (2) the $75,000 de¬ 
preciation accrual available for return of capital, being 
the $101,000 accrual for railway and bridge depreciation 
less $12,000 estimated accrual required for bridges and 
$14,000 accrual required for bus replacements after sub¬ 
stitution of buses for the Fort Bliss Line, and (3) the 
$20,000 estimated expenses and charges now borne by the 
transportation department which would have to be borne 
by 1 the electric department if the transportation department 
were sold, being $29,000 of such expenses and charges less 
a Federal income tax saving of $9,000 (3218-3221). If the 
annual increment cash from transportation operations of 
$177,000 is invested in light and power operations of the 
El Paso Company and earns a 6% return, it would amount 
to the total book value of the transportation property, 
namely, $2,423,651 in 10.3 years (3224-3225). The present 
estimated market value of the transportation properties 
is $944,000 computed by adding (1) the $S07,000 total 
market value which is the $1,284,000 value fully converted 
to bus [R. p. 11172] operations, computed at six times the 
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$214,000* net operating revenue before depreciation, less 
the $477,000 cost of conversion, and (2) the $137,000 net 
current assets of the El Paso and Juarez Company (2240, 
3222-3223; Eng. Ex. 187). The present worth of the trans¬ 
portation business to the El Paso (Delaware) Company 
and its subsidiary companies is approximately $1,832,000, 
which is $1,303,000, the present worth of $177,000, the net 
annual increment cash for the next ten years, invested to 
yield 6%, plus $529,000, the present worth of a business for 
sale ten years hence at $944,000 (3221; Eng. Ex. 187). The 
estimated present sales realization of the transportation 
properties is $985,000 computed by adding to the $944,000 
present estimated market value, an estimated Federal 
income tax saving of $41,000 (3223-3224; Eng. Ex. 187). 

• • • • • 


* Mr. Barnes readily agreed when his attention was called to the point on 
cross examination (3262-3263) that the net operating revenue before deprecia¬ 
tion of the transportation department, as set forth in the first line of Part II 
of Eng. Ex. 187, should have included an additional amount of $7,270, represent¬ 
ing pensions presently paid by the Transportation department, which were to 
be assumed by the electric department at the time of sale and, therefore, would 
not be a charge against the Purchaser in his operating expenses. Referring to 
the above mentioned first line of Part II of Eng. Ex. 187, the figure $207,000 
($206,797) for such net operating revenue (taken from Eng. Ex. 176 as the sum 
of the balance of $81,97a and the depreciation of $124,822) should have included 
the $7,270 of pension expense, so that the corrected net operating revenue before 
depreciation to the Purchaser would be $214,000 ($214,067), (see Exhibit C to 
this brief for adjusted Eng. Ex. 1S7). 
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(Appendix pages 363 to 540, inclusive, contain excerpts 
from the transcript of hearings before the Trial Examiner 
of the Commission, held pursuant to the Commission’s Order 
under Section 11(b)(1) of the Act. The numbers in 
brackets indicate the paging of the certified transcript, 
which are the same as that of the original reporters’ tran¬ 
script. Corrections have been made in these excerpts in 
conformity with the corrections set forth in Document No. 
417—R. pp. 8149-8228.) 

* * * * • 

[R. p. 270] 

J. V. MITCHELL 

called as a witness on behalf of the Respondents, being first 
duly sworn, was examined and testified as follows: 

The Examiner: Take the stand please, sir. 

The “Witness: J. Y. Mitchell. 

Direct Examination 

Q. (By Mr. Moore) Will you state your name, age and 
residence, please? A. My name is J. V. Mitchell and I am 
37 years of age. I reside at 612 West Franklin Street, 
Richmond, Virginia. 

Q. What is your position with Virginia Electric & Power 
Company, Mr. Mitchell? A. I am assistant comptroller, in 
which capacity I act as an assistant to Mr. P. R. Williams, 
who is comptroller. 

In addition, I also act as assistant to G. B. Williams, 
who is the treasurer of the Company. 

Q. How long have you acted in that capacity? A. About 
7 years. 

Q. Is it your duty in that capacity to supervise the 
accounting work of that Company under Mr. P. R. Williams, 
the comptroller? A. It is my duty to supervise, under Mr. 
P. R. Williams [R. p. 271] the Comptroller, the accounting 
personnel, accounting records, and accounting work of the 
entire company. In addition, I supervise under Mr. G. B. 
Williams, the Treasurer, the accounting work incidental to 
taxes and financing. 
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Q. In other words, you are in immediate charge of the 
supervision of the accounting? A. Yes, sir. 

Q. What has been your education, experience, and quali¬ 
fication for your present position? A. I am a college grad¬ 
uate 1 , having attended Holy Cross College, located at 
Worcester, Massachusetts, and Providence College, located 
at Providence, Rhode Island. 

I received the degree of Bachelor of Arts from the lat¬ 
ter institution in June of 1924. Subsequently I completed 
all \Vork necessary for a Master's degree in Business Ad¬ 
ministration, except the writing of a thesis. 

I have had 16 years experience in public utility account¬ 
ing work. 

In May of 1925, I was employed in the accounting de¬ 
partment of the Blackstone Valley Gas & Electric Company 
located at Pawtucket, Rhode Island. I did accounting work 
in the Pawtucket and Woonsocket offices of that company 
until 1927, when I accepted a position in the Treasurer’s 
office of Stone & Webster, located at Boston, Massachusetts. 

In 1928 I accepted a position with the Virginia Electric 
& Power Company, located at Richmond, Virginia, and have 
been [R. p. 272] employed continuously there since that 
time. 

For the last 7 years I have been assistant to both the 
Treasurer and Comptroller. 

Mr. Moore: Mr. Lester, we have now completed what 
we regard as the suitable qualification of this witness as an 
expert accountant, and would like to qualify him as such. 

Mr. Lester: Did you receive, while in college, any ac¬ 
counting courses ? 

The Witness: I took accounting courses after I received 
my degree of Bachelor of Arts. 

Mr. Lester: Where did you take those, sir? 

The Witness: I took them in Boston and in Providence, 
and in Richmond, Virginia. 

Mr. Lester: Night courses? 
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The Witness: Yes. 

Mr. Lester: What schools? 

The Witness: Northeastern University in Boston and 
its branch in Providence, Rhode Island, and at William and 
Mary College, the extension division, located in Richmond, 
Virginia. 

Mr. Lester: How many semester hours did you have? 
The Witness: I really don’t recall that. 

Mr. Lester: I think we can admit Mr. Mitchell’s qualifi¬ 
cations. 

• * • * • 


(By Mr. Moore) 

[R. p. 2S8] Q. Have you prepared an income statement of 
(Virginia Electric and Power Company*) for the year 1940? 
A. Yes, sir. 

Mr. Moore: Mr. Examiner, we now offer this income 
statement as Engineers’ Exhibit No. 10. 

(The document referred to was marked for identifica¬ 
tion as Engineer’s Exhibit No. 10. 

The Examiner: It is admitted under that number. 

(The document referred to was received in evidence as 
Engineer’s Exhibit No. 10.) 

Q. (By Mr. Moore) Does that statement, Mr. Mitchell, 
accurately reflect the income of the company during the 
year 1940 as shown by the books ? A. Yes, sir, it does. 

Mr. Lester: I assume you are talking of income per 
books only? 

Mr. Moore: That is exactly what I asked. 

Mr. Lester: No objection. 

Q. (By Mr. Moore) Will you now briefly comment on 
the high points that are indicated on this income statement ? 


* Name supplied from context. 



366 


J. V. Mitchell—Direct Examination (Cont.) 
Virginia Transportation (Cont’d) 

A. The income statement for 1940 shows that operating 
[R. p. 2S9] revenues amounted to approximately $20,992,000, 
an iticrease of $1,638,000 over the previous year. Operat¬ 
ing expenses amounted to $9,462,000 representing an in¬ 
crease of $547,000. Taxes amounted to $3,253,000 or an 
increase of $647,000 over 1939. Interest charges increased 
$24,000 to $1,762,000 and depreciation charges increased 
approximately $92,000 to $2,333,000. There was an increase 
of $295,000 in the balance available for dividends and sur¬ 
plus, bringing this figure to approximately $4,120,000 for 
the year. 

Q. How do the 1940 operating revenues show up from 
the standpoint of separation between departments? A. 
Total operating revenues in 1940 amounted to $20,992,213. 
Of this amount, $14,909,800 or 71 percent applied to the 
electric department; $5,027,426 or 24 percent applied to the 
transportation department; and $1,054,9S7 or 5 percent 
applied to the gas department. 

• • • • • 

[R. p. 305] Q. Will you now briefly describe the jointly used 
property or facilities which affect the operations of the 
transportation department ? A. In general the jointly used 
facilities affecting the operations of the transportation 
department, are the general office buildings owned in Rich¬ 
mond, Norfolk, and Petersburg, general office furniture and 
equipment, store rooms and stores equipment in Richmond 
and Petersburg, automotive equipment, some jointly used 
poles in Richmond and Norfolk, and a central heating plant 
located in Richmond used for heating the car and bus barns 
and electric distribution building. 

In addition, the electric department furnishes electricity 
to the railway department for the operation of street cars 
in Richmond and Norfolk, and furnishes electricity to the 
gas department at Norfolk. The gas department furnishes 
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gas to the electric and transportation departments in 
Norfolk. 

[R. p. 306] The transportation department furnishes trans¬ 
portation to the electric department employees in Rich¬ 
mond, Petersburg, and Portsmouth, and to electric and 
gas employees in Norfolk. 

Q. Will you now state briefly how the transportation 
department has been charged for its portion of the ex¬ 
penses of operating those joint facilities? A. In connection 
with the general office buildings owned by the company in 
Richmond, Petersburg, and Norfolk, no charge for rent 
was made to the transportation department, but the ex¬ 
penses of operating the buildings were apportioned be¬ 
tween the departments affected. In regard to general 
office furniture and equipment, no charge was made to the 
transportation department. In regard to store rooms and 
stores equipment in Richmond and Petersburg used by the 
electric and transportation department, no charge was 
made against the transportation department, but the cost 
of operating the store rooms was allocated to the depart¬ 
ments on the basis of the materials issued. In connection 
with the automotive equipment, no charge was made for 
the investment, but the cost of operating the equipment 
was allocated between departments on the basis of the 
mileage use of each department. No charge has been made 
between departments covering jointly used poles. In re¬ 
gard to the central heating plant in Richmond, no charge 
was made to cover the investment, but the cost of operation 
was apportioned one-third to the electric depart- [R. p. 
307] ment, one-third to the railway department and one- 
third to the bus department. Electricity furnished to the 
transporation and gas departments was charged for on 
the basis of the average switchboard cost, which includes 
purchased power and transmission expense. No charge 
was made for gas furnished to the electric and transporta- 
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tion departments in Norfolk because of the comparatively 
small amount involved. Xo charge was made to the electric 
and gas departments for transportation furnished by the 
transportation department to some of the employees of the 
electric and gas departments. 

Q. Do the expense figures shown in your Exhibit No. 
10—I mean Engineers Exhibit Xo. 10—for the railway 
and bus departments, include any expense in connection 
with the personnel used jointly by the electric and trans¬ 
portation departments? A. Yes, sir, they do. 

Q. "What is the method used in allocating the expense 
of jointly used personnel in the transportation depart¬ 
ment? A. In general, the salaries of jointly used employees 
are allocated between departments on the basis of the 
ratio which the net earnings, after operating expenses, of 
each department bear to the total net earnings of the entire 
company. The net earnings used are those of the previous 
year. There are, however, some instances where the sal¬ 
aries of certain employees are allocated between the de¬ 
partments on [R. p. 308] basis of gross earnings and there 
are other instances where the salaries are allocated on the 
basis of special apportionments deemed to fit the conditions 
in the particular case. 

Q. How long has the present method of allocating joint 
expenses been in effect ? A. Since January 1, 1933. 

Q. What was the reason the present method was 
adopted? A. The present method was adopted because it 
was thought that it would effect a distribution of joint ex¬ 
penses between departments, which would be more fair 
and reasonable to all departments, and would more closely 
reflect the actual conditions. 

• • • • • 
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J. V. MITCHELL 
Cross Examination 
(By Mr. Fischgrund) 

[R. p. 367] Q. Do you know how many employees there are 
in the transportation department? A. I can give some 
information regarding that, though I don’t know whether 
it is exactlv what vou want. 

V 

Q. What figures do you have ? A. At December 31,1939, 
there were 1,466 employees who spent their entire time on 
work for the transportation department. 

At the end of 1940 there were 1,476 such employees. 

Q. Will you state how many employees there were at 
the end of 1939 and at the end of 1940, who devoted part 
of their time to the transportation department? A. There 
was a total of 367 employees at the end of [R. p. 368] 1939, 
whose work was concerned with one or more departments 
of the company. 

Mr. Moore: You mean it was concerned with more than 
one department? 

The Witness: Whose work was concerned with more 
than one department of the company. But I do not know 
what portion of those were concerned with—had any trans¬ 
portation work involved. 

• • • • • 

[R. p. 430] 

T. NORMAN JONES, JR. 

was called as a witness on behalf of Engineers Public 
Service Company and having been duly sworn was examined 
and testified as follows: 

Direct Examination 

Q. (By Mr. Moore) Will you state your name? A. My 
name is T. Norman Jones, Jr.; my age is 59; and my resi¬ 
dence address is 4105 Wythe Avenue, Richmond, Virginia. 
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Q. Will you state tlie office which you hold in the Vir¬ 
ginia Electric and Power Company? A. Vice-President in 
Charge of Transportation. 

Q. Will you state briefly your education, training and 
your qualifications for the office which you now hold? A. I 
attended a private school before attending Wilson, North 
Carolina, Public Schools, 1S91-1S96, inclusive. I left Public 
Schools after completing eighth grade to enter Wilson 
[R. p. 431] Military Academy, which I attended the one 
year of its existence, 1896-1S97. 

I entered Oak Ridge Institute (near Winston-Salem, 
North Carolina) the fall of 1S97 and changed to Episcopal 
High School, Alexandria, Virginia, January 189S, com¬ 
pleting spring term work in June 189S. I studied book¬ 
keeping, Draughon Business College-Extension Course, 
completing the course in the summer of 1900. I studied by 
correspondence, I. C. S., Mechanical and Electrical Engi¬ 
neering during the vears 1902-1903. I then attended Uni- 
versitv of Virginia during the years 1903-1904, continuing 
my engineering studies. 

'Eve trouble, which I developed during spring of 1904, 
resulted in my consulting an oculist and he advised me to 
do no more work requiring close application of my eyes for 
at least two vears and to do outdoor work. This ended mv 
formal education. 

From July 1898 to December 1899 I worked in Richmond 
as Private Secretary to R. Lancaster Williams, who was 
President of The Norfolk Railway and Light Company. I 
then worked for John Skelton Williams, who was President 
of the Seaboard Air Line Railway, and L. M. Williams, 
banker, (in the same general offices) as stenographer, when 
not performing duties as private secretary. During this 
period I travelled out of the office of Judge L. R. Watts, 
Counsel for the Seaboard Air Line Railway, recording the 
first mortgage of the Seaboard Air Line Railway in various 
[R. p. 432] counties along the Seaboard’s route. 
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I resigned as private secretary and returned home to 
build up my health, which had become somewhat impaired 
by excessive night work, in addition to day duties. 

Between the spring of 1900 and February 1903,1 worked 
as bookkeeper in a tobacco warehouse in Wilson, North 
Carolina, for two 8-months’ seasons. When not working as 
bookkeeper, during the off season, I worked in a lawyer’s 
office as stenographer and having some little ability as a 
telegrapher, was able to put in some time to my profit in 
Western Union Telegraph office in Wilson, North Carolina; 
I also worked as life insurance salesman out of the office of 
the Agent for the Penn Mutual Life Insurance Company at 
Wilson, North Carolina. In 1902, I made a second six 
weeks’ trip for Seaboard Air Line Railway, recording a 
supplementary mortgage in counties along its lines in Vir¬ 
ginia, North Carolina, South Carolina, Georgia and Florida. 

In the spring and summer of 1903, I worked in Balti¬ 
more, dividing my time between the McKay Engineering 
Company’s Electric Shops; and in the Motor Repair Shop 
and on Pratt Street Power House electric switchboard, for 
United Electric Light & Power Company. 

In July 1904, I secured a job as an axeman on Engi¬ 
neering Corps in charge of the construction of the Potomac 
Freight Classification Yards. I worked through until July 
1906 when the Yards were completed, at which time I held 
the position of [R. p. 433] transitman on location, having 
held various other jobs on the Corps during the construc¬ 
tion period. I was responsible to the Chief Engineer for 
preparation of final estimates in settlement -with con¬ 
tractors. 

In July 1906,1 began working under the direction of Mr. 
George H. Whitfield, Mechanical and Electrical Engineer 
of Virginia Passenger & Power Company; Richmond Pas¬ 
senger & Power Company and Richmond Traction Com¬ 
pany, all at the time in charge of William Northrop and 
H. T. Wickham, Receivers. 
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I was appointed foreman of Car Barns in August 1906, 
having supervision over inspection and repair work in 
foul* car barns in Richmond and one at Bellwood on the 
Interurban line. 

When the Richmond and Chesapeake Bay Railway Line, 
wholly owned by Mr. Frank J. Gould, and located between 
Richmond and Ashland, Virginia, was put in operation, 
the 6600 volt single phase equipment gave so much trouble 
that instead of operating it under the general supervision 
of the Richmond Transportation Department, I was ap¬ 
pointed superintendent of the line and relieved of other 
duties. 

I was in charge of the construction of the distribution 
lines of the Virginia Light and Power Company in Ashland, 
Virginia, and responsible for the operation of that company. 
The Virginia Light and Power Company was incorporated 
in 1905 but did not actually begin the distribution and sale 
of electric energy until a year or two later. 

[R. p. 434] In March, 1911,1 was offered by Mr. North¬ 
rop, President of the Virginia Railway & Power Company, 
the position of Chief Engineer of Railways of the Company. 
The position had become vacant through the resignation of 
the Chief Engineer of Railways. I accepted and held this 
position along with supervision over Richmond and Chesa¬ 
peake Bay Railway and Virginia Light and Power Com¬ 
pany through December 1916. 

Effective January 1, 1917, I entered into new duties as 
Assistant General Manager, Virginia Railway & Power 
Cotnpany, Norfolk Division, and General Manager, City 
Gas Company of Norfolk. 

I was appointed General Manager of Virginia Railway 
& Power Company, Norfolk Division, August 1,1920. These 
positions I held until I was appointed Vice-President (with¬ 
out portfolio) of Virginia Electric and Power Company, and 
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transferred to Richmond and assigned to special work, in¬ 
cluding studies of various kinds. 

On August 1, 1934, my duties were added to and I was 
appointed Vice-President in Charge of the Transportation 
Department, which position I presently hold. 

« • * • • 

(By Mr. Moore) 

[R. p. 435] Q. Now, Mr. Jones, have you a map showing 
the transportation routes of the company in Richmond as 
thev were in 1925 ? A. I have. 

Mr. Moore: Mr. Examiner, we now offer this map as 
Engineers’ Exhibit No. 24. 

The Examiner: It is admitted under that number. 

(Engineers’ Exhibit No. 24 was received in evidence.) 

[R. p. 436] Q. (By Mr. Moore) Have you also prepared a 
map showing the transportation routes in Richmond for 
the year 1939? A. I have. 

Mr. Moore: Mr. Examiner, we now offer this map as 
Engineers’ Exhibit No. 25. 

The Examiner: It is so admitted. 

(Engineers’ Exhibit No. 25 was received in evidence.) 

Q. (By Mr. Moore) Mr. Jones, have you had a map pre¬ 
pared showing the transportation routes in Norfolk and 
Portsmouth in 1925? A. I have. 

Mr. Moore: We now offer this map as Engineers’ Ex¬ 
hibit No. 26. 

The Examiner: It is admitted under the number men¬ 
tioned. 

(Engineers’ Exhibit No. 26 was received in evidence.) 

Q. (By Mr. Moore) Have you also had prepared a map 
showing the Norfolk and Portsmouth transportation routes 
in 1939? A. I have. 
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Mr. Moore: We now offer this map as Engineers’ Ex¬ 
hibit No. 27. 

The Examiner: It is admitted under that number. 

(Engineers’ Exhibit No. 27 was received in evidence.) 

[R. p. 437] Q. (By Mr. Moore) Have you had a map pre¬ 
pared showing the company’s transportation routes in 
Petersburg, Virginia, in 1925? A. I have. 

'Mr. Moore: We now offer this map as Engineers’ 
Exhibit No. 28. 

The Examiner: It is so received. 

(Engineers’ Exhibit No. 2S was received in evidence.) 

'Q. (By Mr. Moore) Have you had a similar map pre¬ 
pared showing the transportation routes in Petersburg, 
Virginia, in 1939 ? A. I have. 

Mr. Moore: We now offer this as Engineers’ Exhibit 
No. 29. 

The Examiner: It will be admitted under that number. 

' (Engineers’ Exhibit No. 29 was received in evidence.) 

Q. (By Mr. Moore) Have you had a map prepared show¬ 
ing the company’s transportation routes on the so-called 
RiChmond-Petersburg interurban line in 1925? A. I have. 

'Mr. Moore: We now offer this map as Engineers’ 
Exhibit No. 30. 

The Examiner: It is admitted as Engineers’ Exhibit 
No. 30. 

(Engineers’ Exhibit No. 30 was received in evidence.) 

[R. p. 43S] Q. (By Mr. Moore) Have you had a map pre¬ 
pared showing the company’s transportation routes between 
Richmond and Petersburg in 1939? A. I have. 

Mr. Moore: We now offer this map as Engineers’ 
Exhibit No. 31. 
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The Examiner: It is received under that number. 

(Engineers’ Exhibit No. 31 was received in evidence.) 

Q. (By Mr. Moore) Mr. Jones, will you now tell us what 
are the major physical properties of the transportation 
department of the Virginia Electric and Power Company 
at the present time? A. The Virginia Electric and Power 
Company furnishes street railway and motor bus transpor¬ 
tation service in four of the principal cities of the Tide¬ 
water section of Eastern Virginia, with a combined popula¬ 
tion, including suburbs, of approximately 442,000. These 
cities are Richmond, the capital of the State and an impor¬ 
tant industrial center, located at the head of navigation 
on the James River; Petersburg, a manufacturing city, 
located approximately 22 miles south of Richmond at the 
head of navigation on the Appomattox River; Norfolk, a 
seaboard shipping center, located on the Elizabeth River 
and Hampton Roads; and Portsmouth, also a shipping and 
railway center, separated from [R. p. 439] Norfolk by the 
Elizabeth River. The four cities, above named, are also 
served by the company’s electric system. In addition to 
local transportation furnished to the above named cities 
and suburbs, the company maintains an Interurban motor 
bus service operating between Richmond and Petersburg. 
The territory served by this Interurban line is also served 
by the company’s electric lines. 

What is that distance, approximately, between Rich¬ 
mond and Petersburg? A. 22 miles. 

Q. Will you state whether or not the district between 
Richmond and Petersburg is fairly well built up, or is that 
open country? A. There are a few small villages in between 
Richmond and Petersburg. 

Q. Generally speaking, are there gas filling stations and 
tourist places along that route? A. Gas filling stations and 
some industrial activity. The Du Pont Company has a 
large plant a few miles out of Richmond. 
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Q. Can it be regarded as in any sense on ordinary rural 
area between Richmond and Petersburg along the route, 
or is it more or less urban or semi-urban? A. Well, there 
are quite a number of houses, filling stations, tourists’ 
camps, and one thing or another all the way [R. p. 440] 
along between Richmond and Petersburg. 

Q. What is the main highway between Richmond and 
Petersburg? A. No. 1. 

Q. U. S. No. 1? A. Yes. 

Q. Will you proceed with your story, please? A. Pub¬ 
lic transportation service for these cities was originally 
furnished by street cars operating over fixed rails. This 
service has, to a large extent, during the past 15 years been 
supplemented by motor buses. The two transportation 
services are coordinated and are operated in a non-com¬ 
petitive manner between routes of the company in so far as 
competition can be avoided. Universal transfers are 
accepted from one method of transportation to the other 
in both Richmond and Norfolk. 

• • • • • 

fR. p. 446] Q. Now, you have referred to these maps that 
have already been filed, in your testimony, as showing the 
various transportation routes; are those routes worked out 
and kept in fixed positions or what is the method of hand¬ 
ling them in the way of location in these various cities? A. 
The routes over which the cars and buses are operated have 
been carefully worked out to meet the public demand for 
service. To meet ever changing traffic demands, routes are 
modified from time to time and new bus routes inaugurated, 
with the approval of the city authorities concerned or the 
State Corporation Commission of Virginia, where it has 
jurisdiction. 

Q. Normally, in connection with your street railway 
operations, the State Commission has jurisdiction in all 
those matters, hasn’t it? A. Yes, as to the railways. 
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Q. Will yon now briefly give us a description of tbe 
physical property, the tracks and overhead wires, of the 
raliway system? A. 80.63 equivalent single tract miles of 
track are [R. p. 447] in paved area and 51.75 equivalent 
single tract miles of track are in unpaved or open area. 
The tracks in the paved area are laid, for the most part, 
with heavy girder rails resting on suitable foundation. The 
open tracks are laid with “T” rail on wood ties and well 
ballasted. Of the above, 41.82 equivalent single track 
miles, including 5.29 miles of carbarn tracks are on private 
right of way. There is only one viaduct of any consequence 
owned by the company on which tracks are located. This 
viaduct, known as the Spring Street viaduct in Richmond, 
is in excellent condition. Other bridges over which we 
operate ears and motor buses are either city owned or 
privately owned. Modern equipment for construction and 
repair of tracks is maintained in both Richmond and Nor¬ 
folk, in which cities the company owns suitable and 
adequate storage facilities for housing and storing track 
materials and equipment. On portions of the private rights 
of way and on a few streets, center pole construction is 
used with suitable mastarms for the suspension of the 
trolley wires. Span wire construction is generally used in 
the city streets and on portions of private rights of way for 
the suspension of such wires. On the poles are strung the 
necessary feeders from the substations conveying power to 
the trolley wires. Railway poles from the early days of 
electric street lighting, in- [R. p 448] candescent lighting 
or commercial service have been used for the support of 
electric wires and today there are very few trolley poles 
either on private rights of way or on city streets on which 
electric wires are not strung. This is and has been true 
throughout the transportation system. In Portsmouth and 
Petersburg, following the complete abandonment of rail¬ 
way service, only a few poles were removed from the streets, 
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due to the fact that nearly all poles had electric wires on 
them and were continued in electric service. Only those 
poles were taken down which were used exclusively for 
support of trolley wires. 

Q. Will you give us a brief description of some of the 
other principal physical properties in the transportation 
department? A. Adequate and suitable equipped build¬ 
ings, mostly of brick and concrete, have been provided for 
shops, barns, garages, storerooms and gas and oil service 
stations, used in connection with the maintenance and 
operation of the company's fleets of cars and buses. 

♦ * # # * 

[R. p. 449] Mr. Lester: May I interject a question? 

The Examiner: Yes. 

Mr. Lester: Mr. Jones, are you in charge of the trans¬ 
portation operations in Norfolk, or only in Richmond? 

The Witness: I am in charge of the transportation oper¬ 
ations of the system. 

Mr. Lester: And as to transportation operations, Mr. 
Throckmorton reports to you? 

The Witness: In matters, as I will bring out later on, 
in certain features I am consulted, and other matters he 
handles. 

Mr. Lester: Will you bring that out later? 

The Witness: Yes. 

Mr. Lester: Thank vou verv much. 

Q. (By Mr. Moore) Will you go ahead with your de¬ 
scription? A. Adequate yard and track facilities, including 
maintenance of way buildings, are also in use. Adequate 
and suitably equipped terminal buildings are owned 
[R. p. 450] and maintained, in which are the offices and 
facilities used by the superintendents, dispatchers, cashiers, 
clerks and car and bus operators, required in connection 
with the operation of the equipment used in public trans¬ 
portation for the cities served. These buildings are pro- 
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vided with facilities for the comfort of the operators. The 
number of square feet of floor space in buildings devoted 
to transportation is 399,603. This is equivalent to an area 
one mile long and seventy-five feet wide. 

* # • * * 

[R. p. 451] Q. Now, will you just state whether or not, 
based on your knowledge of the properties of the trans¬ 
portation [R. p. 452] company,—I mean these buildings, 
are those buildings in good condition or not? A. They are 
in very good condition. 

Q. Are they suitable and adequate for the furnishing of 
an efficient transportation service in these four cities? A. 
We have found them so. 

Q. I now wish to ask you to briefly outline the historical 
development of the street railway service in these cities in 
relation to the electric properties ? A. I have made a care¬ 
ful study of and pieced together this story partly from city 
and company records, published articles by Mr. Sprague, 
consultation with employees who were working for the com¬ 
pany at the time and my own knowledge. The evolution 
of the transportation system from the ancient horse or mule 
drawn car to the fast electric rail car and gas motor bus of 
today has been brought about by repeated adaptation to 
ever-changing conditions. * * * * w hile they were a 

number of companies engaged in the street railway busi¬ 
ness in Richmond, Petersburg, Norfolk and Portsmouth, the 
earliest of such companies being the Richmond Railway 
Company (incorporated March 29, 1S60), it was not until 
the Richmond Union Passenger Railway Company, origin¬ 
ally a horse car transportation company, (chartered March 
23,1S87) began operating (May 4,188S) electric [R. p. 453] 
cars over some of its tracks that electricity was used in 
connection with passenger transportation on a large scale. 
The electrification referred to was conceived in 1SS7 when 
territory north and east of Church Hill, the eastern resi- 
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dential section of Richmond, was becoming a prominent and 
promising development. The Richmond Union Passenger 
Railway Company made its plans to extend horse-car trans¬ 
portation to help in the building up of that section. It was 
authorized by the city council to electrify June 13,18S7. 

Q. In that connection, may I ask you wdiat was the date 
of the first central station plant known as the Edison-Pearl 
Street Station plant in New York City? A. 18S2. 

Q. What is the relationship of that Pearl Street Station 
of 1882 to the electric industry generally? A. I think that 
is generally credited as being the first central station elec¬ 
tric plant. 

Q. All right, sir. A. At the same time an electrical 
engineer, Frank J. Sprague of New York City, was experi¬ 
menting with the electric motor for transportation purposes 
and hearing of the proposed horse-car line that was to be 
built in Richmond, entered into negotiations with the Rich¬ 
mond Union Passenger Railway Company to electrify the 
new system. His plans interested the horse-car transpor¬ 
tation management and arrangements were made to op¬ 
erate [R. p. 454] the new line electrically, instead of by 
horses or mules. 

• * • • • 

[R. p. 454] The Witness: The contract with Sprague 
called for 40 cars seating 20 passengers each, each equipped 
with two 7 y» horsepower single-geared motors, the laying 
of about twelve miles of track and the construction of a 
complete steam and electric central station plant of 375 HP 
capacity. All this was to be completed in ninety days at a 
cost:of $110,000, payment to be made “if satisfactory”. On 
May 4, 1888, thirty of the forty cars contracted for were 
placed into operation. Tests from time to time had been 
[R. p. 455] made since early in January, but on May 4 the 
first scheduled service was put into operation. 

• • • • • 
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[R. p. 455] Q. Mr. Jones, is it not true that the Richmond 
street railway system is generally known in the industry, 
that is the street railway industry, as one of the first if not 
the first street railway line put into commercial operation 
in this country, operated electrically? A. It is generally 
regarded, I think, as the first large street railway operation 
on a commercial scale. 

Q. All right, sir. Now, go ahead with your story. A. 
The first electric power stations in Richmond of any im¬ 
portance were the stations of the Old Dominion Light & 
Power Company on 5th Street, in South Richmond, which 
was then called the City of Manchester, and the plant of the 
Richmond Schuyler Electric Light Company on Canal 
Street, between 10th and 11th Streets, Richmond, known as 
Basin Bank Arc Station. It was on the bank of a canal 
basin. That is the reason it got that name. In the Old 
Dominion Light & Power Company’s plant were two steam 
engine driven generators, one a 45-HP machine for arc 
lights, the other a 60-HP machine for multiple lighting ser¬ 
vice. This plant was started in 1886 and furnished power to 
the Southern Railway yards and lighted several of the 
streets of [R. p. 456] South Richmond. The Richmond 
Schuyler Electric Light Company’s plant was started with 
one engine on the first floor, belted to shafting on the sec¬ 
ond floor, and from this jack shaft belts were run hack to 
the first floor to operate five 40 light Schuyler arc machines 
—three for street lighting and two for commercial lights. 
(Series arc street lights and series arc lighting for stores). 
The Richmond Union Passenger Railway Company was 
chartered by ordinance of the Council of the City of Rich¬ 
mond, approved March 23, 1887, pursuant to authority of 
the Act of March 20,1860. This company was authorized to 
construct railways on certain streets in Richmond. Its cen¬ 
tral station was located on the west side of 7th Street, be¬ 
tween Cary and Canal Streets, in the City of Richmond. 
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The Central station was probably constructed in 1S87 as 
experimental electric car service was begun in November 
of that year. The central station contained six Edison D. C. 
machines, driven by three 125-HP steam engines, each 
driving two railway generators. The D. C. machines were 
operated at a constant potential of about 450 volts. This 
plant also contained machinery of the Virginia Electric 
Light and Power Company, which I shall refer to in just a 
moment, consisting of one 3,000 lighter, one 1,500 lighter, 
and two 750 lighters. The term “lighter” refers to the 
capacity of the equipment in 16 C. P. lamps. They were 
driven by four steam engines, the size of which is not 
known, to supply A. C. 1,100 V. primary 133 cycles and two 
Edison D. C. machines driven by two steam [R. p. 457] en¬ 
gines, the sizes of the machines and engines also not being 
known, used to supply 250 V. D. C. for commercial power. 
The Virginia Electric Light and Power Company was in¬ 
corporated June 28, 1SS7 as The Excelsior Electric Light 
and Power Company. The object of the company was to 
manufacture and sell electric light and power and to con¬ 
duct the business of a messenger service in the City of 
Richmond. By charter amendment, dated October IS, 1S87, 
the name of the company was changed to Virginia Electric 
Light and Power Company. The equipment from the Old 
Dominion Light & Power Company’s plant was moved to 
the Richmond Union Passenger Railway Central Station, 
above mentioned, on 7th Street and it is of interest to note 
that “the entire” generating equipment was moved in a 
single day and that the generators were operating before 
dark without interruption to the street lights. 

Q. That indicates to some extent the size, does it not? 
A. It does. The plant of the Richmond Schuyler Electric 
Light Company was closed in 1891 and the arc machines 
were transferred to the second floor of the 7th Street build¬ 
ing in w’hich equipment of the Richmond Union Passenger 
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Railway Company and Virginia Electric Light and Power 
Company was housed. It is worthy of special note in con¬ 
nection with the above that the electric generators and 
steam engines of Richmond Union Passenger Railway Com¬ 
pany used in furnishing 450-volt direct [R. p. 458] current 
for the railways and the generating equipment of the Vir¬ 
ginia Electric Light and Power Company were housed in 
the same building and apparently the equipment of both 
companies was installed the same year—1887. By amend¬ 
ment to the charter of the Virginia Electric Light and 
Power Company on April 2, 1890, authority was given to 
transfer the property rights and franchises of said com¬ 
pany to the Richmond Railway & Electric Company. This 
was effected by deed dated May 21, 1890. The equipment 
of both Richmond Union Passenger Railway Company and 
Richmond Railway & Electric Company was moved to the 
Brown’s Island plant in 1894 and the plant on 7th Street, 
between Carey and Canal Streets, was closed. The machin¬ 
ery taken from the Schuyler plant in 1891 to the plant on 
7th Street, between Carey and Canal Streets, was again 
moved in 1S92 or 1893 to Johnson Island plant. Both the 
Brown’s Island and Johnson Island plants were plants of 
the Richmond Railway & Electric Company. In the Brown’s 
Island plant of the Richmond Railway & Electric Company 
were five 550-volt D. C. machines for railway use, two 250- 
volt D. C. machines for commercial power, and one Stanley 
A. C. generator, 2,300 volt, 3 phase, for commercial lights 
and residential service; all driven by steam engine, the size 
of which is not known. In the Johnson Island plant were 
seven Wood arc machines, each capable of serving eighty 
2,000 C. P. arc series lamps and five Schuyler arc machines, 
each [R. p. 459] capable of serving forty-five 1,200 C. P. 
arc lamps. By deed dated April 13,1900, all of the proper¬ 
ties, rights, privileges and franchises of the Richmond Rail¬ 
way & Electric Company were granted, conveyed and as- 
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signed to the Richmond Passenger & Power Company. 
About 1903 or 1904, both the Brown’s Island and the John¬ 
son Island plants of the Richmond Passenger and Power 
Company were shut down. A company known as Virginia 
Electrical Railway and Development Company had shortly 
before that date constructed a plant at 12th Street in the 
City of Richmond where the present main 12th Street Plant 
of Virginia Electric and Power Company is now located. 

Q. That was the beginning of the power development at 
that location, was it not? A. That is right, the electric 
power development. Virginia Electrical Railway and De¬ 
velopment Company had transferred its properties to Vir¬ 
ginia Passenger and Power Company in 1902 so that in 
1903 this latter company owned the 12th Street plant. After 
the Brown’s Island and Johnson Island plants were shut 
down, electric current required for the operation of Rich¬ 
mond Passenger and Power Company was furnished from 
the Virginia Passenger and Power Company’s 12tli Street 
plant. The properties of Richmond Passenger and Power 
Company and Virginia Passenger and Power Company 
were operated by receivers from 1904 to June 1909, at which 
time the properties [R. p. 460] of these companies were 
conveyed to Virginia Railway and Power Company, imme¬ 
diately following the organization of this company, the 
name of which was changed to Virginia Electric and Power 
Company in 1925. 

Q. Now, Mr. Jones, passing on to the other cities, and 
with more brevity, will you now first briefly refer to the 
development in the Norfolk-Portsmouth territory? A. In 
the Norfolk-Portsmouth territory, we find that the rail¬ 
ways preceded the electric property, as was the case in 
Richmond. Norfolk & Ocean View Railroad & Hotel Com¬ 
pany was incorporated February 27, 1879 and was empow¬ 
ered to maintain a railroad from the City of Norfolk to 
Ocean View. The name of this company was changed by 
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charter amendment, dated January 8, 1896, to Norfolk & 
Ocean View Railroad Company. It operated a narrow 
gauge, single track, steam line, constructed in 1879, run¬ 
ning from its terminal at Henry and Church Streets, in the 
City of Norfolk to Ocean View, a distance of about S.25 
miles. This line was electrified about 1898. The property 
after electrification consisted of a single track, standard 
gauge, electric line over the same route as previously used 
for the steam line. The company built its own power sta¬ 
tion at Oakwood, a small suburban residential section along 
its railway line, where it installed generating equipment of 
approximately 300 KW capacity. 

[R. p. 461] Q. Will you now just make a brief statement 
regarding the situation in Portsmouth? A. In Portsmouth, 
on October 19,1887, the City of Portsmouth granted a fran¬ 
chise to the Portsmouth Street Railway Company to operate 
its horse or mule drawn cars on certain streets. A map we 
have shows the location of the tracks on certain streets 
and bears a clerical notation to the effect that the property 
was covered by deed of a mortgage from Portsmouth Street 
Railway Company to The Mercantile Trust Company of 
New York, November 2, 1887. The Port Norfolk Electric 
Railway Company, incorporated December 22, 1891, was 
authorized to construct a railroad into Portsmouth. The 
horse-car lines were built in 1892, 3.3 miles of them. The 
lines were electrified in 1895. The Old Dominion Railway 
Company, incorporated February 26, 1901, had 15.26 miles 
equivalent single track electrified railway lines. Its 300-kw 
power plant was located on Laurel Street. The Citizens 
Light, Heat & Power Company, about 1890, built the first 
electric light plant in Portsmouth. The plant was on Queen 
Street, and of approximately 100 kilowatts capacity. This 
company was originally the Edison Electric Light & Power 
Company, incorporated December 26, 1888. Its name was 
changed to the Citizens Light, Heat & Power Company on 
November 22, 1889. 


386 


i T. Norman Jones, Jr.—Direct Examination (Cont.) 

Virginia Transportation (Cont’d) 

; Q. Now, will you take up Petersburg, at this point, and 
[R. p. 462] give the same kind of information? A. In 
Petersburg, the first street railway horse-car lines were 
built by George Beadle, operating as the Petersburg Street 
Railway. He was granted the right to build by the Council 
on, October 3, 1882. He incorporated and secured a fran¬ 
chise for his operations and turned it over to the Peters¬ 
burg Street Railway Company, which was incorporated 
March 1, 1S84, taking over Beadle’s contract and property. 
Tl^e Petersburg Street Railway Company, incorporated 
March 1,1SS4, by ordinance adopted by the Council in 1890, 
was authorized to take over the properties. Horses or 
mules apparently were used, beginning the latter part of 
1883. There was some delay in connection with the con¬ 
struction of the lines, the history of which does not make 
it clear, but it was last recorded by ordinance that Beadle 
was given 80 additional days, from August 1,18S3, in wdiich 
to complete construction of tracks. An ordinance of March 
1, 1SS6 authorized Beadle to change motive power from 
horses and mules to electric cable, steam or compressed air. 
On April 16, 1SS7, the Council entered into a contract with 
Moses Joy, Jr., of Milford, Massachusetts. Rights were 
granted, as far as the Council could do so, to Joy, to place 
poles and wires in the streets and alleys of the city. A 
5-year contract from the first day of furnishing service 
[R. p. 463] was entered into. On August 1, 1888, by con¬ 
tract, Joy assigned his rights to The Upper Appomatox 
Company for $1 and other valuable consideration. The 
Upper Appomatox Company entered into a contract May 
22, 1893, making a new contract covering street lights, 
lights to be placed in “town clock in same manner in which 
they are used;” also “to be set in city at such points as 
they are now located.” That gives an indication that they 
were there in use at that time. 
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Q. Now, what are the most significant points regarding 
the historical development of the street railway business 
in relation to the electric light and power business in all 
four of those cities? A. That transportation preceded the 
electric business. 

Q. Now, will you make any further comments that you 
have in connection with that? A. While we have been 
unable to obtain as detailed information regarding the 
early history of the electric light and power business in the 
Xorfolk-Portsmouth district as was available in Richmond, 
our files show that it was some time after 1884 that the first 
small electric plants were installed in this district * * * all 
electric light and power [R. p. 464] and railway companies 
in the Norfolk and Portsmouth territory became a part of 
the Virginia Railway and Power Company in 1911. From 
the outset, the facilities required by the electric light and 
power business and by the transportation business were 
so much alike, especially in power generation and distribu¬ 
tion of power by use of poles and wires, that it was only 
natural that the companies engaged in the two businesses 
should be brought together. The separate companies 
operating in Richmond prior to the reorganization of 1909 
were verv closelv affiliated, as I have alreadv indicated. 
After that time in Richmond both street railway and elec¬ 
tric service were supplied by the same company. Of course, 
during all of this earlier historical period, street railway 
service was the real source of revenue, and electric service 
was merely incidental and developmental. An indication 
of relative earnings is to be found in the first year’s opera¬ 
tion of the Virginia Railway and Power Company, year 
ended June 30, 1910, when electric earnings amounted to 
only $614,366, whereas transportation earnings amounted 
to more than twice as much, or $1,444,240. As a matter of 
economic history, the second half of the period saw a so 
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much greater development in the electric utility business 
that it is now the principal source of revenue. 

• * • • • 

[R. p. 465] Q. Now, will you briefly give us a summary 
history of the main facts relating to the transition from 
street railway service to bus service by the Virginia Elec¬ 
tric and Power Company? A. During the spring of 1925, 
the Virginia Railway and Power Company at Norfolk was 
negotiating with the City Council in an effort to secure the 
passage of an ordinance which would permit the Company 
to operate gasoline motor buses in addition to its electric 
street cars in a coordinated system, and for the elimination 
of the “jitney”. “ Jitneys”, as the five-cent fare, [R. p. 466] 
privately owned and operated automobiles, homemade buses 
seating approximately ten to twenty passengers, and other 
nondescript vehicles were called, were being operated in 
Norfolk, Portsmouth and Petersburg, at the pleasure of 
thei owners. Jitneys operated over street car routes as 
well as over other routes in these cities, and only during such 
hours as the operators felt disposed to operate, in such 
manner as to render most unprofitable the operation of 
regularly scheduled street car service. The result was, 
to a large extent, irresponsible operation, for even moderate 
protective requirements were late in being enforced by city 
ordinances. This state of affairs was deplored by the city 
authorities as well as by Virginia Railway and Power Com¬ 
pany officials, and was responsible for the negotiations in 
Norfolk, referred to above. These negotiations had not 
been completed as of July 1, 1925, when the control of the 
property changed heads. The new management proceeded 
immediatelv to carrv on the negotiations and thev were 
brought to a successful conclusion a few weeks later. About 
the same time in Richmond, the company was negotiating 
for the purchase of the Richmond Rapid Transit Corpora¬ 
tion, which company was operating regulated bus service, 
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the outgrowth of jitney service which had been eliminated in 
certain sections of the city, said negotiations being brought 
to a head and completed effective September 11, 1925, 
resulting in a coordinated transportation service with inter¬ 
change of transfers [R. p. 467] between cars and buses. A 
bus ordinance was passed in Richmond as of August 24, 
1926, which enlarged the scope of bus operations and cov¬ 
ered all such operations. As soon as the bus ordinances 
had been passed in Norfolk, negotiations were undertaken 
with the owners of the “jitneys”, looking to their purchase, 
and while the bus ordinance in Norfolk was contested by the 
“jitney” operators, they lost out when an election was 
held and the company purchased all of the “jitneys” oper¬ 
ating in Norfolk. Having control of the “jitney” situation 
in Norfolk, the company proceeded with the development 
of plans looking to the operation of bus routes and rail 
routes in a coordinated system, and in a manner so as to 
avoid competition between the company’s lines as far as 
practicable. This involved, in some cases, rerouting, and 
in other cases, the discontinuance of the operation of certain 
poorly located street car lines and the substitution of motor 
bus service for the same over more direct routes. Due to 
the great increase in the use of private automobiles and the 
constant demand for smooth street surface, resulting in a 
heavy increased cost for tracks and paving, it was found 
desirable and more economical to make motor bus substitu¬ 
tion for cars on many streets where such paving expendi¬ 
tures, involving track reconstruction and paving, were 
contemplated. These plans having been approved by the 
proper authorities, the company proceeded with the aban¬ 
donment of certain tracks, the construction of some new 
tracks and the [R. p. 468] rerouting provided for, the major 
portion of this work being accomplished in 1927. About 
the time the bus ordinance in Richmond was passed, the 
company secured a new street railway franchise effective 
August 19, 1926, and proceeded, as in Norfolk, to plan and 
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develop a better coordinated transportation system. From 
time to time since it has become desirable to abandon rail 
lines and substitute motor bus lines therefor in both cities. 
Such abandonment, of course, can be made only after the 
approval of the Virginia State Corporation Commission 
and the local City Council. The service in both Richmond 
and Norfolk is thoroughly coordinated and both heavy traffic 
and light traffic lines are served by either bus or rail service. 
In Portsmouth the “jitney” problem was likewise difficult 
of solution and it was July 2S, 1926 before an ordinance 
was passed which made it practical for the company to 
operate buses in addition to its street cars. Following the 
passage of this ordinance, the company bought many of 
the “jitneys” operating in Portsmouth and proceeded with 
the development of a coordinated system of street cars and 
buses. This system continued operating, with modification 
of routes from time to time, until July 2S, 1.935, when all 
rail lines were abandoned, under an arrangement made with 
the City Council and the State Corporation Commission, 
and full motor bus service operated over all lines. Such 
service is still being operated in Portsmouth. [R. p. 469] 
In Petersburg a motor bus ordinance was passed as of 
November 16,1926, at which time the company proceeded to 
operate motor buses in addition to its street cars in Peters¬ 
burg, forming a coordinated system. The Company con¬ 
tinued this operation until June 7, 1936, when all rail lines 
were abandoned and full motor bus service substituted after 
obtaining necessary authority from the City Council and 
the State Corporation Commission. The company operates 
all city public transportation service with electric cars or 
buses in Richmond, Petersburg, Norfolk and Portsmouth, 
except that in Portsmouth and Petersburg a minor portion 
of the bus service is operated by two or three other opera¬ 
tors 1 . Transfers are issued without charge between cars 
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and buses, so that car and bus operations in each city 
are definitely a part of a coordinated service in such city. 

# • • * • 

[R. p. 473] Q. Now, in connection with this gradual tran¬ 
sition from the rails to the buses that you have been re¬ 
ferring to, what bearing has the fact that the track along a 
particular line has gotten in bad condition, on the decision 
as to whether or not rail operation will be continued on 
that route, or whether [R. p. 474] there will be a transition 
to bus? A. If a heavy reconstruction cost is involved, in 
connection with the reconstruction of tracks and paving, 
consideration is given immediately to the possibly substitu¬ 
tion of bus service for the street railwav service. That 
matter is carefully studied and if the conclusion is that the 
cost of rebuilding the tracks is not warranted, the matter 
is taken up with the city authorities, and if they are in agree¬ 
ment that buses shall be substituted, the State Corporation 
Commission is approached, and its permission to make the 
change is secured. 

• * • # * 

[R. p. 475] Q. In cities the size of Richmond and Norfolk, 
however, are there certain types of operation where the 
rail is better adapted to furnishing efficient service any 
way, than the bus? A. I think in Norfolk the rail service 
is better adapted to the requirements of the community 
than bus service, for the reason that the streets are very 
narrow. Two lines from Ocean View, and the line from 
the Naval Station enter Grandby Street and then traverse 
a considerable portion of Grandby Street, one of them its 
full length, Grandby being the main retail shopping section 
of Norfolk. The street is very narrow and these cars use 
Grandby Street in coming downtown and some of them go¬ 
ing in the opposite direction. If rail service were to be 
discontinued and bus service substituted in that territory, 
it would mean more vehicles passing through a congested 
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section every hour during the day than pass today, and 
today they have a very acute traffic congestion problem in 
the lower section of the City of Norfolk. 

Q. Does the same condition obtain to some extent along 
certain streets in Richmond also? A. To a lesser extent, 
however, than in Norfolk. 

Q. Have you a tabulation now available which shows 
the transportation miles of the company operated for the 
years 1925 to 1940 inclusive? A. I have. 

Mr. Moore: Ve now offer this tabulation as Engineers’ 
[R. p. 476] Exhibit No. 35. 

Mr. Lester: May I ask one question? 

The Examiner: Yes. 

Mr. Lester: Is this passenger miles or lines? 

The Witness: The mileage shown under the head of 
“Railway” is the miles operated by the railway cars. 

Mr. Lester: In other words, car miles ? 

The Witness: Yes: and under “Bus”, bus miles. 

The Examiner: The tabulation is admitted as Engineers’ 
Exhibit No. 35. 

(Engineers’ Exhibit No. 35 was received in evidence.) 

Q. (By Mr. Moore) Have you had a chart prepared 
showing graphically the information contained in the ex¬ 
hibit which you have just filed, for the same period 1925 to 
1940? A. I have. 

Mr. Moore: We now offer this chart, Mr. Examiner, as 
Engineer’s Exhibit No. 36. 

The Examiner: It is admitted as such. 

(Engineers’ Exhibit No. 36 was received in evidence.) 

Q. (By Mr. Moore) Have you had a chart prepared 
showing the railway and trackless trolley statistics as of 
December 31, 1924? [R. p. 477] A. I have. 

Q. And the same for December 31, 1940? A. I have. 
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Mr. Moore: We now offer the first of these, Mr. Ex¬ 
aminer, as Engineers * Exhibit No. 37, and the other as 
Engineers’ Exhibit No. 38. 

The Examiner: Let those two documents come in under 
the numbers mentioned. 

(Engineers’ Exhibits Nos. 37 and 38, respectively, were 
received in evidence.) 

Q. (By Mr. Moore) Now, Mr. Jones, will you take the 
first of those last four exhibits, No. 35, Transportation 
Miles Operated, and indicate the high points on it? A. In 
1925—1925 was the year in which we began, during the 
latter part of the year, limited bus operations—it will be 
noted that the railways operated 16,644,774 miles, and the 
buses only 619,700 miles, or a total of 17,264,474 miles. 
That year the railway operated 96.4 percent of the mileage, 
and the buses 3.6 percent. 

[R. p. 47S] Q. Now skip down to 1940. A. We find in 1940 
that the railway operated 7,908,533 miles, the busses 
11,744,377 miles, or a total of 19,652,910 miles, the railways 
that year operating 40.2 per cent of the mileage, and the 
busses—59.8 per cent, as compared with the railway fig¬ 
ures for 1925 of 96.4 per cent and the bus figures of 3.6 
per cent. 

Q. You are here referring to a railway car mile or a 
bus mile, are you not? A. That is correct. 

Q. Now will you direct your attention to Exhibits 37 
and 38 respectively, which are the railway and bus statistics 
for the periods December 31, 1924 and December 31, 1940, 
and indicate the high points? A. Well, for the system, the 
operated track miles, that is the equivalent miles of single 
track—double track being counted twice to get the equiva¬ 
lent—there were 227.07 miles of track at December 31,1924. 
I used those figures because I could not find any compar¬ 
able figure for the date on which the property changed 
hands, which was along about the middle of 1925. 
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Q. Now what is the comparable figure for December 
31, 1940? A. The corresponding operated track miles, as 
of December 31, 1940, for the system was 132.3S. 

[R. p. 479] Q. Now to come on down on that exhibit 37 to 
the number of railway cars that were in operation, railway 
passenger cars— A. (Interposing) As of December 31, 
1924, on this system there was a total of 602 passenger cars, 
railway passenger cars, and four trackless trolley cars. 
As of December 31, 1940, we had 271 railway passenger 
cars, and 330 passenger busses, and no trackless trolleys. 

Q. Mr. Jones, will you now take up briefly the method 
of operation of the transportation department and state 
how in fact the transportation service functions? A. 
Local city transportation service, such as that furnished 
by this company, consists of the operation of passenger 
vehicles over fixed routes on a definite schedule, and the 
maintaining of the necessary equipment and roadway 
for i furnishing the service. A coordinated service by 
means of street cars and motor busses is operated by this 
company in Richmond and Norfolk; motor bus service 
in Portsmouth and Petersburg and on the Interurban line 
between Richmond and Petersburg. Operation of the 
equipment over the streets, roads and private rights of 
way is under the direct supervision of a dispatcher, whose 
office is located near the barns, where the operators of the 
cars or motor busses report for duty. In each of the 
cities, the dispatcher in turn reports to a superintendent, 
whose office is likewise located at dispatching head¬ 
quarters. [R. p. 480] In Richmond, there are two super¬ 
intendents, one in charge of railway service; the other in 
charge of motor bus sendee. The railway superintendent 
is senior in matters relating to the joint operations as 
directed from the terminal. Both the railway superin¬ 
tendent and motor bus superintendent in Richmond re¬ 
port directly to the manager of transportation located in 
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Richmond, who in turn reports to the system central 
manager of transportation, also located in Richmond. In 
Petersburg, the superintendent reports to the manager of 
the Petersburg District. In Norfolk the superintendent 
reports directly to the manager of the Norfolk Division, 
who reports to the vice-president, Norfolk Division. In 
Portsmouth the superintendent reports to the manager 
of the Portsmouth District, who is under the supervision 
of the vice-president, Norfolk Division. The schedules 
to be operated over the railway and motor bus routes are 
determined by the company to best fit the varying demands 
of the riding public in all sections of the cities served. 
Schedule making is the responsibility of the schedule 
superintendent and the schedules of all coordinated rail¬ 
way and motor bus routes are prepared by him, with the 
assistance of the supervisory employees in the transporta¬ 
tion department. Many factors enter into the making of 
a schedule. The first [R. p. 481] step is to determine the 
number of passengers carried during different periods of 
the day. This is known as the traffic flow and is de¬ 
termined by an eighteen hour traffic check made by a 
supervisor or an operator who is experienced in traffic 
checking. From this traffic check the schedule superin¬ 
tendent is in a position to tell what type and size of equip¬ 
ment is necessary to provide adequate sendee. After the 
equipment is decided upon, the headway is figured so that 
sufficient service is given at all times to take care of the 
passengers who ride according to the traffic check that 
has been made. The running time is then determined ac¬ 
cording to the traffic flow, the type of equipment to be 
operated, and the areas of the city to be operated through, 
in order that the miles per hour may be at such a speed 
that the average operator can maintain the schedule with 
comfort to his passengers and with a high degree of safety. 
After the schedule has been made, time points are then 
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determined according to how the passengers ride at 
various points along the line, also the traffic conditions 
in the various areas, such as, automobile and pedestrian 
traffic, traffic lights, traffic steps, and slow signs are taken 
into consideration. Where a number of lines operate over 
the same street consideration has to be given to splitting 
the schedules on the various lines in order that the equip¬ 
ment may be evenly spaced. Also the schedules are pre¬ 
pared with the view of cars and [R. p. 482] motor buses 
making connections with other cars and motor buses at 
junctions and transfer points. After the schedules are 
completed, they are sent to the division superintendents, 
who work up the operators’ runs. They are then posted 
and put in operation. Regularity of schedules is a prime 
factor in rendering good service and the supervisors con¬ 
stantly check the traffic flow, running time and time points 
and report same at various intervals to the superintendent 
of schedules. Adjustments are made, from time to time, 
as it is found necessary. On practically every line there 
are four separate schedules, Weekday, Saturday, Sunday 
and Holiday, each one being made according to the fore¬ 
going practice. Schedules are changed at least twice a 
year, summer and winter, due to the variation in the 
traffic flow. However, there may be other changes during 
the year, if it becomes necessary. The above practice is 
substantially the same in both Richmond and Norfolk. 
In Portsmouth and Petersburg, schedules are made and 
adjusted to varying service requirements by the superin¬ 
tendent in charge. The local managers in Richmond, 
Norfolk, Portsmouth and Petersburg are responsible for 
the operations of the transportation service, consulting 
with the superintendents regarding schedules, operating 
conditions, personnel, etc., and [R. p. 483] with other de¬ 
partment heads as to equipment and maintenance of way. 
Operating matters relating to company policy and practices 
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in general are brought to a focus on the desk of the 
System General Manager, Transportation Department, 
Richmond. The local managers confer with the system 
general manager in connection with matters relating to 
efficiency of operation and with reference to policies 
which should be uniformly carried out throughout the 
transportation department. The system general manager 
also confers with the local managers and superintendents 
in matters relating to system purchases of lubricants, 
gasoline, tires, motor buses or street car requirements, 
etc. Purchasing for the system is done under the general 
supervision of the Director of Purchases and Supplies, 
whose office is located in Richmond. Much local pur¬ 
chasing is done through the local purchasing agents. In 
both Richmond and Norfolk the substitution of motor buses 
for railways is only made following negotiations with the 
city authorities and the working out of satisfactory plans 
for substitution. The local head of the district affected 
conducts these negotiations with city officials. The re¬ 
moval of tracks and the restoration of paving following the 
abandonment of rail service is arranged for by the man¬ 
ager of the district affected, and, thereupon, suitable appli¬ 
cation is made to the State Corporation Commission for 

autlioritv to make the abandonment and the Commission’s 
•> 

approval is first obtained. [R. p. 484] Following the more 
or less chaotic state of transportation service in the cities 
served by Virginia Electric and Power Company, which 
has previously been referred to, there has been developed 
in each city, through the cooperation of governing bodies, 
thoroughly coordinated, responsible and dependable trans¬ 
portation service, operated with electric cars and gas motor 
buses, serving the public with a minimum of competition 
between routes of our company; the service requirements 
are carefully and continually being studied and the service 
is being rendered by a carefully selected, well trained, 
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courteous and adequate personnel, to the end that the most 
efficient and satisfactory service mav be furnished the 
public. 

* # * • # 

[R; p. 4S5] Q. (By Mr. Moore) Mr. Jones, how is the gen¬ 
eral supervision of the transportation department’s activi¬ 
ties, conducted? A. The general supervision of the trans¬ 
portation department’s activities, System, is a responsibility 
of the vice-president in charge of transportation. 

'Q. From an individual standpoint, that is you, is it not? 
A. 'Yes. It is his duty, among other things, to see that the 
most modern equipment is used which the company can 
afford; that adequate and suitable equipment is provided 
in Anticipation of need; to insure standardization of equip¬ 
ment within practical limits; to arrange for the substitu¬ 
tion of motor bus service for street railway service as addi¬ 
tional heavy capital expenditures require it; to see that the 
annual operating budget is carefully worked out and a sound 
construction program is likewise prepared properly and 
presented to the management. It is also his responsibility 
to see that uniform employment and training procedures 
are adopted and that the company’s policy, as relates to 
wages, gives appropriate recognition to ability, length of 
service, etc., to the end that comparable services shall be 
paid for alike over the different parts of the system as 
nearly as it is practical to work out such a program. Uni¬ 
form wages are paid car and bus operators throughout the 
system, and the rating system in effect in the transporta¬ 
tion [R. p. 486] department shops throughout the system, by 
which means the personal qualifications and job knowledge 
of individual employees are considered and evaluated, has 
made for a better satisfied group of employees, just as the 
use of intelligence tests in connection with employment 
procedure has been helpful in improving the quality of the 
personnel in the shops and on the cars and buses. 
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Q. Xow, is it your opinion and belief that those duties 
are being properly discharged, or not? A. I believe they 
are; otherwise I think I would have had some criticism. 

Q. "What do you do to check up on the efficiency of cur¬ 
rent working conditions and maintenance practices? A. 
Conditions under which employees must work in the shops 
are frequently checked to see that they are as attractive 
and healthful as they can be made, with due regard to the 
nature of the work involved. Frequent studies are made in 
the shops, looking to better equipment maintenance prac¬ 
tices, and a constant lookout is being kept for improved or 
new machinery or tools, by the use of which maintenance 
work can be done more accurately and efficiently. 

Q. "Will you briefly state what is done in this same con¬ 
nection, with the Shops Department? A. A well trained 
and capable group of men are employed in the shops. The 
Shops Department not only services equipment [R. p. 487] 
but overhauls, repairs and paints car and bus equipment, as 
occasion requires. The individual motorizing of machinery 
in the shops has materially increased their efficiency. In 
addition to the use of improved machinery for maintenance 
of street cars and motor buses, there have been installed 
modern methods for inspection and greasing of the motor 
buses, so that at the present time this work is done on what 
is knowm as a straight line basis; that is, when the bus 
returns to the barns from its run, it is brought through the 
filling station, thence over the inspection and greasing pits 
or runway, and then through the wash rack, after which it 
is placed in the proper storage garage. All of the equip¬ 
ment is located in the several buildings so as to make a con¬ 
tinuous line of operation. The use of improved machinery 
in the shops and efficient operation have resulted in better 
service to the public at a minimum cost. 

Q. Xow, how is the same matter handled with respect 
to the Maintenance of Way Department? A. A well trained 
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force of track men are employed to repair tracks and pav¬ 
ing and to rebuild tracks when necessary. The Maintenance 
of Way Department has likewise improved its method of 
operation through the use of improved machinery and bet¬ 
ter materials. While the cost of labor and material has 
increased materially, we have been able to keep down the 
per mile cost [R. p. 4SS] of maintenance through improved 
methods of operation so that it is today very little, if any 
more than it was manv vears ago. 

Q. Will you now comment briefly on some of the more 
important general activities of the Operating Department? 
A. Almost continuous studies of the service required on 
the various car and motor bus lines are made, so that ad¬ 
justments to ever-changing traffic requirements can be made 
with the convenience of the travelling public ever in mind, 
and the operation of unnecessary car or motor bus mileage 
avoided. Many improvements in cars and motor buses have 
been made during recent years. Better equipment involving 
improved facilities for the operators’ personal comfort 
all tend to improve the morale of the operators, which is, 
in turn, reflected in the type of service rendered to the 
public. A friendly personal relationship exists from the 
management on down through the superintendents and 
supervisors to the operators and other employees. The 
management is at all times ready and willing to consult 
with any of the personnel regarding work or personal 
problems. Meetings are held almost daily in the different 
districts where the manager, superintendents, claim repre¬ 
sentatives, and others meet to discuss matters affecting 
the operation and policy to be followed. Two general 18 
hour checks of all the trunk lines are made annually; one 
in the winter and one in the summer, in order to determine 
the general schedules to be followed during [R. p. 489] 
the next corresponding season. 

Mr. Fischgrund: Is that check made annually or semi¬ 
annually? 
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Mr. Moore: Semi-annually. 

The Witness: “Two general 18 hour checks of all the 
trunk lines are made annually; one in the winter and one 
in the summer, in order to determine the general schedules 
to be following during the next corresponding season.” 

Mr. Fischgrund: I am sorry, I didn’t understand you. 

The Witness: In addition to these, daily checks are 
made of riding conditions to determine the necessity of 
minor changes in schedules. Some lines require more ser¬ 
vice in the winter season than in the summer, and vice 
versa. Daily receipts of the several lines are carefully 
watched and compared with the corresponding period of the 
preceding year to aid in determining the necessary service 
to be furnished. Meetings or athletic events, public speak¬ 
ing, and entertainment are all considered in advance in 
order to furnish the necessary service at the proper time. 
All of these checks result in almost daily changes in the 
number of cars and motor buses operated. It is the com¬ 
pany’s policy to send a representative to call on every 
person making a complaint. The complaint is carefully 
considered, and in almost all cases settled to the entire 
satisfaction of all concerned. Very few complaints are 
[R. p. 490] received by the company as evidenced by those 
checked in 1939, when there were 159 received by company 
officials, nearly all either by letter or telephone. During this 
period, the company handled 94,079,683 passengers, which 
represents one complaint for every 591,700 handled. 

By Mr. Moore: Q. Will you make a brief statement now 
about what the management is doing with respect to safety 
practices? A. Keen competition exists between the corre¬ 
sponding departments in the different districts in the mat¬ 
ter of safety in operation. Banners signifying monthly 
■winner in the “elimination of accidents” contests and 
frequent dinners to winners in the different districts are 
given by the company to help promote safety in the opera- 
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tion of transportation equipment and the maintenance of 
same. 

Mr. Lester: Mr. Examiner, may I ask a question? Are 
you talking now about the transportation department or 
about the electric department also? 

The Witness: I am talking now about the transporta¬ 
tion department. 

Mr. Lester: Thank you. 

V 

The Witness: (Continuing) Safety engineers employed 
in the electric department confer with representatives of 
the transportation department and, frequently, hold meet¬ 
ings with groups [R. p. 491] of employees in order to 
promote safety among the personnel. That is a matter 
that is done in the electric department, but all I am dis¬ 
cussing here is the activities in the transportation de¬ 
partment. 

Q. (By Mr. Moore) Here you draw on the electric safety 
engineers, the electric department safety engineers, to help 
with that work in the transportation department? A. That 
is right. Records of each individual worker and operator 
are carefully prepared and recorded in order to determine 
those most “accident prone”, and, as far as possible, to 
determine the causes of accidents in order to prevent recur¬ 
rence. ! 

Q. Will you now describe the Claim Department and 
its work? A. The Claim Department of the Virginia Elec¬ 
tric and Power Company is a separate and distinct depart¬ 
ment, but work's under the direction and supervision of the 
vice-president and general counsel with respect to all mat¬ 
ters relating to the settlement or other disposition of claims 
and suits, and of the vice-president in charge of transporta¬ 
tion with respect to administrative detail and office per¬ 
sonnel. The Claim Department is closely connected to and 
coordinated with the Transportation, Electric and Gas De¬ 
partments because of the mutual problems, particularly as 
to [R. p. 492] initial information regarding accidents and 
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technical knowledge peculiar to their respective types of 
work. Through such cooperative action, the Claim De¬ 
partment more efficiently handles claims, and can and 
does help materially in the reduction of accidents. The 
Claim Department has two offices, one being in Richmond; 
the other in Norfolk. A General Claim Agent, with an 
office in Richmond, is in charge of the department, with a 
Claim Agent in charge of the Richmond office and one in 
charge of the Norfolk office. Both offices are adequately 
staffed, with employees trained in the work, including three 
men who have qualified to practice law. All suits growing 
out of accidents are, of course, tried by members of the 
Legal Department, but the Claim Department assists in 
the preparation and trial of these suits. Workmen’s Com¬ 
pensation cases are handled by the Claim Department. 
Investigations of these cases are made by the department 
and all disbursements are made bv it. Practicallv all 
Transportation Department accidents occur in the metro¬ 
politan areas of Richmond, Petersburg, Norfolk and Ports¬ 
mouth and, naturally, the bulk of the work done by the 
Claim Department is in these districts. However, since the 
properties of the Electric Department cover, in addition 
to the cities named and a number of small towns, a wide 
rural section, not only in Virginia but in North Carolina, 
it is often necessary for members of the Claim Department 
to handle [R. p. 493] claims in these towns and rural com¬ 
munities. The local representatives of the Electric Depart¬ 
ment cooperate in every way with the Claim Department 
and materially reduce the work which would be necessary 
if these rural claims were handled by a representative of 
the Claim Department working alone. 

Q. Has there been any public recognition of the com¬ 
pany’s contribution to the street railway industry? A. The 
Virginia Electric and Power Company, under the present 
management, won the Charles A. Coffin Award in the Trans¬ 
portation Department in 1928. This Award, a major 
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national award, was made by the Charles A. Coffin founda¬ 
tion through the American Electric Railway Association, 
now the American Transit Association. The winning of 
this national award naturally brought much satisfaction 
and enthusiasm to the entire organization, but what was 
perhaps even more gratifying was the local public interest 
and acclaim with which this honor was received in the 
respective communities served. In Richmond, a testimonial 
dinner was given the company by the Chamber of Com¬ 
merce, following the winning of the Transportation award, 
the first recognition of this kind which has ever been ac¬ 
corded a public utility in this locality. The newspapers 
commented elaborately on the winning and commended 
warmly. Numerous other evidences of praise and encour¬ 
agement were received in letters, etc. The Coffin Award 
established by the General Electric [R. p. 494] Company in 
1923, in memory of its first President, Charles A. Coffin, is 
a gold medal and $1,000 in cash payable to the Employees’ 
Benefit Association of the winning company. It is awarded 
through the national body of the transportation industry 
of the American Transit Association, to the company which 
has made the greatest contribution to the industry and 
rendered the biggest service to the community in which it 
operates. The following was the basis on which this award 
was made: 

(1) Particular initiative, skill and enterprise manifested 
in popularizing electric railway service—more riders and 
more revenue. 

(2) Outstanding success in gaining public goodwill. 

(3) Economies introduced in operation, resulting from 
original ideas or the application of ideas originating with 
others. 

(4) Improvements in construction practice which re¬ 
sulted in reduced first cost, reduced maintenance, or greater 
reliability of service. 
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(5) Particular success in conducting a Safety program 
and actually reducing the number and seriousness of acci¬ 
dents. 

(6) Outstanding accomplishments in the developments 
of relations between management and employee; and 

(7) Special accomplishments tending to reduce the cost 
of new capital. 

[R. p. 495] Q. After winning that once, is it very easy to 
win it a second time? A. No, it is not; I can testify to that 
from experience. 

Q. Will you now state what the facts are in regard to 
the trend in passenger revenue? A. The cash and token 
fares charged on cars and motor buses in Norfolk are 10 
cents cash—3 tokens for 25 cents. In Richmond, on most 
of the lines, the cash fare is 7 cents on cars and 8 cents on 
motor buses. On a few motor bus lines (unimportant ones) 
the fare is 7 cents, and in the case of one suburban line a 
10-cent fare is charged. In Portsmouth and Petersburg, 
the fare is 7 cents cash, 4 tokens for 25 cents being sold. 
Recognizing that the regular user of cars or motor buses 
should be favored over the transient or occasional rider, the 
company in 1927 introduced in Norfolk an unlimited use 
weekly pass, for which it charged $1.50. In an effort to 
stimulate off-peak riding on both cars and motor buses, 
the company introduced in Richmond in 1931, a weekly 
shoppers * pass, good during off-peak hours, for which it 
charged 75 cents. Its experience with these two passes 
caused it to consider the more general use of the weekly 
pass idea. Believing that the sale of the weekly unlimited 
pass at $1.25 in both Richmond and Norfolk would stimu¬ 
late car and motor bus riding, and help to hold regular 
car or motor bus riders by offering them the inducement of 
much lower cost per ride, depend- [R. p. 496] ing on number 
of rides taken, such $1.25 unlimited weekly passes were 
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put on sale in Richmond July 1, 1932, and at the same time 
the charge for the weekly pass in Norfolk was reduced 
from $1.50 to $1.25. On July 12,1932, the 75-cent shoppers’ 
pass was introduced in Norfolk. The number of $1.25 
weekly passes sold per week in both Richmond and Norfolk 
has 'grown from approximately 7,200 per week during the 
fall of 1932, shortly after they were first introduced, to 
approximately 12,S00 for the corresponding period of 1939. 
These figures speak for themselves as to the growth in 
popularity of the weekly pass. The 75-cent shoppers’ pass 
has l shown no such growth, but it tends to level off riding, 
reducing demand for extra rush hour equipment, as many 
people arrange their use of the cars and motor buses to 
take advantage of the off-peak shoppers’ pass. 

Q. Have you prepared a chart which shows the trend 
in passenger revenue, Mr. Jones? A. I have. This chart 
has been revised to include 1940 figures. 

Mr. Moore: We now offer this as Engineers’ Exhibit 
No. 39. 

The Examiner: The chart is admitted in evidence under 
that number. 

(Engineers’ Exhibit No. 39 was received in evidence.) 
(By Mr. Moore) 

[R. p. 497] Q. Mr. Jones, this chart indicates what differ¬ 
ence in passenger revenue at the end of 1939 as compared 
with December 31, 1940? A. The tabulation, Mr. Moore, 
has not been introduced. Do you wish to discuss the chart 
first? 

Q. Have you prepared a tabulation that shows the total 
passenger revenue and pass revenue in the transportation 
department, year by year, from 1927 through 1940? A. 
I have. 

Mr. Moore: We now offer this tabulation as Engineers’ 
Exhibit No. 40. 
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The Examiner: The tabulation is admitted under that 
number. 

(Engineers’ Exhibit No. 40 was received in evidence.) 

Q. (By Mr. Moore) Now, Mr. Jones, will you take the 
trend chart, and also the tabulation, and point out to us 
the high spots? A. Well, I think if you will take the trend 
chart first, it definitely shows the falling off in passenger 
revenue from 1927 down to 1933 and how, since that date, 
it has slowly returned to a figure of $5,013,514 for the 
year 1940. 

Q. This chart refers to the combined railway and bus 
revenue, making up what you call here the “transportation 
revenue”, does it not? [R. p. 498] A. That is correct. 

Q. Now direct your mind particularly to the pass 
revenue. A. It will be noted that in 1927 the revenue from 
the sale of passes amounted to $305,533, and for the year 
1940 it amounted to $1,100,569, having shown a very defi¬ 
nite upward trend since 1931. 

Q. Have you any comments regarding the tabulation, 
Exhibit No. 40? A. The total passenger revenue in 1927 
amounted to $6,050,169, reaching a low point in 1933 of 
$3,702,333, and rising to $4,016,622 in 1934; again dropping 
off in 1935 to $3,949,300, since which time it has shown an 
upward trend until, for the year 1940, the total passenger 
revenue amounted to $5,013,514. In that time the rail¬ 
way passenger revenue fell from $4,482,394 in 1927 to 
$2,443,816 in 1940, which the bus passenger revenue in¬ 
creased from $1,567,775 in 1927 to $2,569,698 in 1940. 

Q. In your opinion, has there been any causal connec¬ 
tion between the gradual building back of that total pas¬ 
senger revenue from the low point in 1933 to what it is 
today, by reason of your methods of merchandising the 
transportation and the gradual transition from street car 
to bus and in other ways which you have adopted? A. I 
think the improved equipment, plus the use of the [R. p. 




408 


T. Norman Jones, Jr.—Direct Examination (Cont.) 
Virginia Transportation (Cont’d) 

499] pass are the two main factors outside of such small 
growth as has been regular growth in the community up 
until the defense activities picked up. It will be noted that 
the percent of pass revenue to total passenger revenue has 
increased from 5.05 percent in 1927 to 21.95 percent for 
the year 1940, a little over one-fifth. 

Q. Will you now state how the book value of the rail¬ 
way property compares with the rate base value of such 
property, as determined by the State Corporation Com¬ 
mission of Virginia for rate-making purposes? A. The 
State Corporation Commission of Virginia for many years 
has had and exercised complete jurisdiction over the deter¬ 
mination of the value of the company’s electric, street rail¬ 
way and gas properties for rate-making purposes, over 
rates, extensions or abandonments of service, the adequacy 
of service, and other matters. In formal rate cases com¬ 
ing before the Commission during the period from 1918 
to 1925, the Commission determined the value for rate¬ 
making purposes of the company’s street railway proper¬ 
tied in the cities of Richmond, Norfolk, Portsmouth and 
Petersburg and also the company’s interurban railway 
property between Richmond and Petersburg. The sum 
of these valuations, plus all additions at cost from the re¬ 
spective dates of the valuations, less all retirements as of 
December 31,1939, is $10,162,684. The railway book value 
as of December 31, 1940, was $10,251,529 and the railway 
rate base as of the same [R. p. 500] date was $10,110,828. 

Q. Mr. Jones, in the determination of rates applicable 
to the company’s railway department, has the State Corpo¬ 
ration Commission fixed or approved this value and the 
rates in connection therewith on the basis of treating the 
railway department as a property separate from the elec¬ 
tric property for rate-making purposes? A. Yes. 

Q. So far as you know and believe, has there been any 
policy approved by the Commission, that is the State Com¬ 
mission, with respect to the fixing of rates for the railway 
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department which takes into consideration any subsidizing 
of the railway department by the electric department? A. 
No. Ever since the Commission began exercising its juris¬ 
diction in the valuation of the company’s street railway 
properties and fixing the rates in connection therewith, it 
has proceeded on the basis of requiring each department 
to stand on its own bottom. 

Q. Mr. Jones, are you familiar with the method which 
is in use by the company in estimating the depreciation 
on the transportation department properties? A. In de¬ 
termining the amount to be set aside for the deprecia¬ 
tion reserve for the entire company for the year 1940, 
consideration was given by the officers of the company 
in the question as to the proper amount to be included with 
respect to the transportation department. Studies, which 
had [R. p. 501] been made, indicated that complete retire¬ 
ment of the railway property should be provided for over 
the next fifteen years, so that the depreciable property in 
the railway property account should be depreciated at the 
rate of approximately 6 1 /•> percent per annum. The com¬ 
pany’s street railway franchise in Richmond expires in 
August, 1956, or approximately 15 years hence. The prin¬ 
cipal street railway franchise in Norfolk expires in 1944. 
It is our belief that the City of Norfolk will permit the com¬ 
pany to continue to operate the street railway in Norfolk 
after the expiration of its franchise, but it is our opinion 
that about the best that can reasonably be hoped for is 
that the operation of the street railways in both cities shall 
continue until the Richmond franchise expires in 1956. Our 
studies indicated that 1.86 cents per bus mile was the ap¬ 
proximate correct figure on the buses, and on bus depart¬ 
ment property other than buses, 3 percent per annum. 
While there has been no segregation in the appropriation 
for depreciation reserve, or in the amount already accrued 
for depreciation, these percentages, applied to investment 
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in depreciable property, determined the proper amount to 
be included for depreciation for the transportation depart¬ 
ment. They are, in my judgment, fair and proper and 
should be used in the future unless experience indicates 
that they should be changed. 

Q. Mr. Jones, your testimony thus far has in the main 
been with respect to the period ending December 31, 1939. 
Will [R. p. 502] you now state what are the more important 
changes which have been made in the facilities of the trans¬ 
portation department during the year 1940? A. As a re¬ 
sult of defense activities in the territory served by the 
transportation department, there was a more than normal 
increase in the population served during the year, especially 
in the Xorfolk-Portsmouth area, making desirable some 
slight changes in bus routes. The changes in bus routes 
were of no great consequence, and the map, showing these 
routes as of December 31,1939, would not have to be altered 
materially, to bring it up-to-date. Increased passenger 
traffic in the territory served made necessary the acquisi¬ 
tion of some additional cars and buses, the net increase 
for the system being twenty cars and twenty buses. Nine 
additional street cars were overhauled and modernized in 
the company’s shops during the year. The motor bus 
repair shop in Richmond was enlarged during 1940 by the 
construction of an additional wing. The motor bus repair 
shop in Portsmouth was enlarged and now has sufficient 
capacity to properly service the motor bus equipment used 
in Portsmouth. Following the death of the General Man¬ 
ager of Transportation, Richmond, during the year 1940, 
a few changes were made in the operating organization, 
and the position which he held was abolished. 

[R. p. 503] I believe that the matters which I have just 
referred to cover the more important changes occurring 
during the year 1940. 

• • • • • 
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T. NORMAN JONES 
Cross Examination 
(By Mr. Fischgrund) 

[R. p. 526] Q. Are there any privately owned railway 
or bus companies [R. p. 527] which operate in the 
area served by Virginia Electric and Power Company with 
electricity other than the company’s railway and bus sys¬ 
tems? A. Is there a combination electric and railway in 
our territory, is that your question? 

Q. No. Are there any railway or bus systems in the 
company’s electric service area that are privately owned 
other than the company’s own transportation system? A. 
In Petersburg, there is a small bus operation. I think they 
have two busses that operate, partly in the city and partly 
outside of the city. There are two bus operations operat¬ 
ing between Petersburg and Hopewell. One is a successor 
to a railway company and the other has recently been au¬ 
thorized to operate—I said to Hopewell—it was to Camp 
Lee. It was recently authorized to operate to Camp Lee 
and they have, I think, one bus on that line. In Portsmouth, 
there is an operation from the heart of the city, we will say, 
for a considerable distance out into the country. They 
operate in territory almost entirely lacking in service, as 
far as our operations are concerned and, in the city, I 
understand that they do handle passengers but the line 
passes through a section of the city in which there are very 
few people. There are several bus lines operating out of 
Portsmouth, to Suffolk and other points. The same thing is 
true in Norfolk. Bus lines operate from Norfolk to Virginia 
Beach and other points. [R. p. 528] In Richmond, there is 
a bus line operating from the heart of the city to Seven 
Pines. I don’t think that they ever handle any passengers 
locally. There are one or two other bus operations aside 
from the inter-city operations operating from the city into 
suburban sections not served by the company. 

• • • • • 
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[R. p. 545] Q. Now referring, Mr. Jones, to the general 
storeroom, that is a storeroom that is in one of the trans¬ 
portation buildings that you referred to earlier? A. Yes. 

Q. And the company has certain accounting records and 
other equipment in it, is that correct ? A. No. The building 
in which the accounting records are [R. p. 546] stored is a 
part of the building that at one time, many years ago, was 
a storeroom but that particular portion of the room has 
been vacant up until its occupancy by the accounting depart¬ 
ment. There is a storeroom in the distribution building in 
which there is a joint electric and railway and I think some 
bus supplies. 

Q. Is there any reason why the electric supplies have 
to be in that particular storeroom rather than in one of 
the other buildings of the electric department? A. It is 
more conveniently located in that building on account of 
the fact that the trucks, wagons using that material are 
stored in the building immediately adjacent. 

Q. What is it that the electric department stores there? 
A. They have a variety of materials, transformers, cross 
arms and wire, things of that kind. You understand that 
storeroom is in the distribution building of the electric 
department. 

Q. And the transportation department uses that store¬ 
room in the electric department’s distribution building? A. 
That is correct. 

Q. What does the transportation department have in 
that building? A. Some of the repair parts used in connec¬ 
tion with the operation of the railways, cars and buses. 

Q. Couldn’t those parts just as well be in the repair shop 
or one of the other transportation buildings? A. We do 
have storerooms in our shop buildings in which [R. p. 547] 
considerable material is carried but this is material that is 
requisitioned more in the package form. In the storeroom 
in the shops, the packages are broken and then kept until 
used in the storerooms. 
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Q. But those packages could just as well be stored— 
A. (interposing) They could be stored in other buildings. 

Q. In transportation buildings? A. Yes. 

• • • • * 

fB. p. 567] Q. Mr. Jones, in your opinion, is there any 
relationship between the business of transporting people 
in busses in Petersburg and in supplying electricity in the 
city of Petersburg? A. No relationship as between a bus 
and electric operation. That is- 

Q. (interposing) They are entirely different problems? 

Mr. More: Let him finish his answer. 

The Witness: There is a very definite, as I see it, rela¬ 
tionship existing between the serving of Petersburg with 
transportation and the serving of it with electricity under 
the conditions that exist. We started out serving railway 
service there and I don’t think that we would have been 
allowed to change over from railway to bus if it had not 
been for the fact that the city authorities expected us to 
continue the bus operation. They have been very insistent 
when the question of changing from railway to bus came 
[R. p. 56S] up to know whether we were going to continue 
to operate it and our ordinances under which we operate, 
I think without exception, make it necessary for us to con¬ 
tinue our entire bus operation as long as we operate it, 
either of our own accord or with the city’s authority and 
that , \ve are not allowed to part with any part of the 
operation of busses. 

Q. (By Mr. Fischgrund) But your transferring from 
railway to bus in Petersburg had nothing to do with the 
fact that the company was engaged in the electric busi¬ 
ness? A. No, but I do not think we could have transferred 
from railway to bus as long as the railway was being 
operated b} the electric company unless we had agreed 
to operate busses. 

• • • • • 
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[R. p. 56S] Q. Well, any company that would have been 
operating a railway system in Petersburg and wanted to 
change to bus would have been required to continue to 
operate busses? A. I think that is true. 

Qi So that requirement was not peculiar to the com¬ 
pany being engaged in the electric business? A. Well, 
there is no relationship between the serving of a customer 
with electricity for light and power and hauling a passenger 
on a car from that standpoint but the interrelationship 
[R. p. 569] of the railway with the electric company, a strong 
elect He company operating a railway which was not re¬ 
garded as being so strong, would cause the city to hesitate 
about letting us get out of the railway business unless they 
had some assurance that adequate bus service was going 
to be furnished. 

Q. Then the city was afraid that adequate bus service 
might not be furnished because it realized that the trans¬ 
portation business was not operating at a profit? A. Well, 
I think that the city’s attitude is that it would much rather 
havei a financially strong company operating its trans¬ 
portation business than to have a transportation company, 
as such and strictly as such, operating it unless, of course, 
they knew it had adequate backing. 

Q. But if the railway system in Petersburg had not 
been owned by the electric company, that independent rail¬ 
way system in Petersburg might have been able to fold up, 
but that since— A. (interposing) Might have been able—I 
beg your pardon? 

Q. (continuing) But that since the railway system was 
owned by the electric system, it was not able to fold up 
but had to carry on in the bus business, is that what your 
thought is on the matter? A. Well, I think an independ¬ 
ently operated bus system in Petersburg today, if it could 
not make a go of it, would do just what you said, fold up. 
[R. p. 570] Q. But the electric company cannot fold up its 
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bus operations in Petersburg? A. The electric company 
can fold up its bus operations at, I am sure, the time its 
franchise expired, whenever that was in Petersburg, but 
I don’t remember the date. 

• • • • • 

[R. p. 575] Q. Is it true that the duty of the dispatchers in 
the transportation department is to send out and reroute 
street cars and buses? A. They would do that in an 
emergency. 

Q. What is their normal function? A. They see that 
the men report on time, take their cars out, that an adequate 
number of men are available; and if there is any shortage 
they call up and get additional men; they check the service 
to see that it has been performed, that the runs have been 
made; see that the men are properly credited with the time 
that they have made on their runs; and they generally 
supervise the operation of the cars in and out of the barns, 
and if any trouble develops on the line, they see that a car 
is sent [R. p. 576] out to take the place of it, or a bus, as 
the case may be. 

Q. As particular passenger traffic requirements may 
arise, they do send out more street cars and buses than is 
normally required? A. Well, the superintendent takes care 
of that in the regular way. If any emergency arises, the 
dispatchers wouldn’t hesitate to send out any additional 
equipment that might be needed, but the superintendent is 
responsible at the terminal for seeing that a sufficient num¬ 
ber of cars and men are available to go out on the runs. 

Q. Then the dispatchers who are out in the field, on the 
strategic corners, call in to the superintendent when more 
cars or buses are needed? A. No, those are supervisors 
out in the field. 

Q. And they are the ones that call in for more cars 
and buses? A. If there is a breakdown, for example, at any 
particular location, a supervisor, as soon as he gets to the 
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scene, determines what is the need, if there has been an 
accident, and he will see that the line is properly straight¬ 
ened out, and will telephone in for an additional bus or 
car. If he doesn’t happen to be present, the operator will 
telephone himself and advise that there has been a break¬ 
down or an accident, and as promptly as we can reach one, 
a supervisor is on the scene, and he straightens out the 
schedules, sees to it that the cars don’t run in bunches, and 
come back in bunches, [R. p. 577] that they are properly 
spaced, as quickly as the spacing can be arranged. 

Q. In other words, you just have a fixed schedule, and 
if there are abnormal traffic requirements, there are or are 
not 'more cars and buses sent out to meet the increased 
traffic requirements? A. Well, the fixed schedule require¬ 
ments are changed seasonally, as I mentioned in my direct 
testimony. Any particular event that may make necessary 
the operation of additional cars and buses, we will say 
a circus comes to town, that of course isn’t figured in the 
regular schedule, but we know that a certain number of 
cars and buses will have to be added to a certain line, and 
the superintendent checks with the supervisors and the dis¬ 
patchers and they arrange for additional equipment to go 
out as the case may require. 

Q. The dispatchers arrange for more equipment to be 
sent out, or the superintendent? A. If the superintendent 
isn’t present, and a supervisor calls in and says, “We find 
we are going to need more equipment this evening on a 
certain line”, on account of some event that has developed, 
the dispatcher would not hestitate to get the additional 
equipment out, even though the superintendent might not 
be present. The superintendent and the dispatchers are 
located in the same building, on the same floor, in adjacent 
offices, and the supervisors are out in the field. 

[Ri p. 578] Q. These men, that is, the superintendents, dis¬ 
patchers and the supervisors, are, for the most part, men 
that have come up from the ranks as motormen? A. That 
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is right, most of them have had experience on the cars or 
buses. 

Q. Now, you referred, Mr. Jones, to certain shopping 
passes ? A. That is right. 

Q. During what hours are those shopping passes good? 
A. Between 9 and 4,1 think it is. 

Q. Why are they limited to those particular hours? A. 
Well, the idea of a shopping pass is to interest the indi¬ 
vidual who does not have to ride during the rush hours 
and to interest him in riding during the non-rush hours. 
In that way, we keep down to a minimum the extra equip¬ 
ment that has to be operated during the rush hours, a. m. 
and p. m. 

Q. Would you say that the sole reason -why those hours 
are chosen is to even out the passenger traffic on the rail¬ 
way and the buses in the use of equipment ? A. That is the 
principal reason for the hours, the lower rate is designed 
to keep people from riding during the rush hours who can 
ride during the non-rush, when there are plenty of seats 
available. 

Q. Is there any other reason why those particular hours 
were chosen for the shopping pass? [R. p. 579] A. No, 
none that I know of. They are good from 9 to 4, and then 
I think it is from 6 or 6:30 to midnight. 

Q. Now, you referred to certain schedules which the 
company has. Is it true that these schedules are set up 
on the basis of the amount of the passenger traffic over the 
various routes? A. Well, they are set up as accurately as 
we are able to set them up, to care for the needs of the 
traveling public, as we see them. 

Q. That is the basis upon which the schedule is set up, 
the traffic needs of the public? A. The traffic needs. 

Q. Are there any bus routes over the streets on which 
you have tracks for street cars? A. We have one in Rich¬ 
mond, or two in Richmond, on which we have tracks. 
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Q. Why do you have buses running over the same 
routes where you have street cars? A. We inherited one of 
those lines, took it over in 1922, I think it was, from the 
Richmond Rapid Transfer Company, and the only other 
line that runs on that street is a line that does a local 
business in the suburbs of the city, and then when it strikes 
Broad Street runs express from there down. There are 
some other short sections in the retail section where bus 
lines from the outlying districts come in and parallel 
or operate on the [R. p. 5S0] same as car tracks. But in 
so far as it is practical to do it, we do not operate them that 
wav. 

m 

Q. Then, for the most part wherever you have tracks on 
a street, you use street cars ? A. That is right. 

Q. And where you have a special event, or a heavy 
load at any particular place, the superintendent or the 
dispatcher would send out a street car if there were tracks 
on the street where the load is, and if not, would sent out a 
bus? A. Ordinarily, that would be true. He might find it 
convenient to route certain extra buses into that particular 
territory if the traffic was unusually heavy. 

Q. I want to see if I correctly understand the dis¬ 
patching operation, Mr. Jones. Is it correct that where 
the company has tracks on its routes, in only rare cases 
are buses used, and that when more street cars and buses 
are required in a given locality, whether a bus or a street 
car is sent out depends upon whether the street has tracks? 
A. It would not necessarily be that we would send either 
all rail cars or buses. If the event that requires extra ser¬ 
vice is so located, that both are needed, we might send cars 
and buses both. 

Q. Whether you send both or not depends upon the 
needs of the particular event? A. That is right. 

[R.i p. 581] Q. Who does the superintendent consult with, 
if anyone, before he sends out a street car or a bus? A. 
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The superintendent sends a car or bus on his own responsi¬ 
bility, if it is an extra bus or extra service of that kind. 
If the schedule is being changed, he would consult with 
the manager of his district, perhaps, in determining the 
nature of the change, because that is something that involves 
pretty regular service, and we would all want to be sure that 
every consideration was given to adequate service. Ordi¬ 
narily, if he is in the office and finds, we will say, that a 
circus has come to town, maybe he will say, “Well, from 
our experience with that circus in the past, we will prob¬ 
ably want a certain number of cars to be sent to a certain 
location that night at a certain hour.” He will give that 
order to the dispatchers and the cars are sent out. That 
is all there is to it. 

Q. When the superintendent sends out a street car or 
a bus, he doesn’t know what the power factor or the load 
on the electric system is, does he? A. He knows nothing 
whatever about that. 

Q. And your schedules are based upon the passenger 
traffic requirements and not made in consultation with the 
electric department as to the power factor? A. No. 

Q. And whether or not you run a street car or a bus 
over [B. p. 582] a particular part of the line at a given 
time of the day, it never varies depending upon what the 
power factor or electric load is? A. It never is taken into 
consideration. 

Q. There is no common dispatcher of electric energy 
in the electric system with the dispatcher of the street cars 
and buses in the transportation system? A. Xo, indeed. 

Q. In fact, the transportation department never knows 
what the electric power factor is? A. The transportation 
superintendent knows nothing about that whatever,- 

Q. (Interposing) If he did— A. (Interposing) Unless 
he should learn it in the most casual way by talking to 
somebody. But it isn’t part of his business to know it. 
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Q. If somebody did tell him what the power factor was, 
he wouldn’t know what it meant, would he? A. I doubt if 
he would. 

* • • • • 

[R. p. 605] Q. Xow, Mr. Jones, you testified about the 
replacement of street cars with buses, do you recall that? 
A. I do. 

Q. What in your opinion is the real reason for the rapid 
replacement of street cars with buses in the case of the 
Virginia Electric and Power Company? A. Well, the re¬ 
placement that has been made has been very largely brought 
about by the fact that tracks were worn out and it was 
either a case of replacing the rail service with buses or 
again making a very heavy investment in tracks, and the 
decision was to abandon the rails, if the City would agree— 
which they did, and the Commission agreed—and substi¬ 
tute for that rail service bus service which involved much 
less investment and which ultimately we believe will result 
in a [R. p. 606] smaller transportation investment that 
will be more profitable. 

Q. In other words, it requires so much more investment 
to run a railwav than a bus that the street cars can’t com- 
pete with the buses? A. Well, the performance of the 
service with buses presents the opportunity to decrease your 
investment materially and to earn a higher return on your 
investment in buses, decrease your investment in railways, 
and earn a higher return on your investment in buses, and 
that is what we look forward to in the working out of our 
railway system, its gradual salvaging as occasion requires, 
operating just as long as we can to get the maximum 
amount of salvage out of it from the standpoint of earn¬ 
ings, with the thought that ultimately it will go into bus 
operation and we will have a small investment on which 
we can make, we hope, a very good return, as much as the 
Commission will permit. 

• • • • • 
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[R. p. 608] Q. (By Mr. Lester) Don’t you anticipate that 
many more railway lines will be abandoned before 1956? 
A. Of course, that is speculation, but my thought is that 
with the exception of a few lines- 

Q. (Interposing) In congested areas, perhaps? A. No. 
—a few more or less auxiliary lines, the main lines will 
continue to operate for many years. Now, we have taken 
out of our system quite a number of the outlying lines that 
have worn out, and we have put buses in place of them. In 
one or two cases, paving obligations made it a desirable 
thing to do, and we did it. But we have reached the point 
now where we have got a kind of a heart left to our trans¬ 
portation system. For example, in Richmond we have 
Main Street and Broad Street, which you probably will 
remember, two through trunk lines that run right through 
the City. Now, we have several lines feeding into those 
lines, and [R. p. 609] using those tracks, and I don’t think 
that those tracks are coming up for many years, and I am 
very hopeful that we will be able to keep them down until 
the franchise expires, because in the main those tracks 
that run into these trunks are in very good condition. Now, 
in Norfolk the situation is very similar. The three main 
lines that run out, two to Ocean View and one to the Naval 
Base, are lines on which there is a great deal of very heavy 
traffic. It comes down into a kind of bottleneck; as you 
remember, Granby Street is in the retail section of Nor¬ 
folk, and I just don’t think that the City of Norfolk is 
going to say for us to take up those tracks and increase 
the number of vehicles passing through that bottleneck 
when what they are trying to do is find ways and means 
today of relieving the very badly congested condition in 
that section. So I am very hopeful that we will be allowed 
to continue the operations as I have testified. 

Q. (By Mr. Fischgrund) I believe you testified on direct 
examination that changes that have been made from rail- 
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way 1 to bus have been after negotiation with the City and 
State Commissions? A. That is right. 

Q. And do you find that the City and State Commissions 
are desirous of the change from railway to bus? A. I don’t 
think that the Commission has expressed itself [R. p. 610] 
on that subject, other than to give its approval where asked. 
As far as the City of Richmond is concerned, I know the 
CitV Engineer has verv definitelv in mind the construction 
problems that confront us between now and the expiration 
and 1 the franchise. Now, whether or not the Norfolk city 
fathers are going to let us go beyond 1944 or not, I don’t 
know. I can onlv sav that we have-found that thev have 

•» •> V 

been very reasonable in cooperating with us and in working 
over changes, and I think they will continue to be. 

Q. You are hopeful that the city authorities will permit 
you to continue in the railway operations, but is it true 
that the city desires the replacement of the railway with 
bus? A. ‘Well, we have no official expression from the city 
on that subject. There has been talk,—there was some 
talk sometime ago in Richmond about the desirability of 
taking up all tracks on Broad Street right away, but it was 
quickly realized that the company had a franchise to 
operate for 15 years approximately longer, until 1956, and 
the matter was just dropped. 

Q. But from your negotiations and discussions with the 
city authorities, it does appear that they do desire the 
change from railway to bus, or do they desire that there 
be ho change? A. I don’t know if the city authorities were 
approached today, and went into it, whether they would 
ask us to change over or not. 

[R. p. 611] Q. (By Mr. Lester) Turning to that congested 
area, a street car takes more room than a bus, does it not? 
A. But it hauls a great many more people. 

Q. I just wondered—take the Granby Street, for ex¬ 
ample, if the tracks were pulled up and that space allowed 



423 


T. Norman Jones , Jr.—Cross Examination (Cont.) 
Virginia Transportation (Cont’d) 

for traffic, I was wondering whether the buses wouldn’t be 
more efficient than street cars? A. Well, the problem there 
is that you would have the bus pulling into the curbing and 
then pulling out into the stream of traffic constantly caus¬ 
ing interruptions to the flow of traffic. Then you must bear 
in mind that probably one third more buses would be re¬ 
quired than cars, which would mean just that many more 
buses in a congested district, flowing in and out of this 
traffic stream. So that from the standpoint of a bottleneck, 
a car is a much less troublesome factor than a bus would be. 

Q. In the case of South Broad Street, in Richmond, 
you have a rather wide street, haven’t you? A. Quite wide. 

Q. With a double track in the middle? A. That is 
right. 

• • • • • 

[R. p. 615] Q. The company changed its depreciation policy 
in 1939, and commenced then to charge 6 V 2 per cent of the 
railway property account to depreciation? A. 1939 was 
the first year in which 6^ per cent, I think, has been con¬ 
sidered. 

Q. And that was a substantial increase in the amount 
of the accruals to the retirement reserve over the previous 
amount? [R. p. 616] A. That was, I think, in recognition 
of the fact that the rails would probably be abandoned at 
the expiration of 1956, the 1956 franchise. 

Q. If the company was aware of the fact, and recog¬ 
nized as early as 1930, and before, that railway operations 
were on their way out, why did it first in 1939 install a 
depreciation policy to take care of the salvaging of the 
railway property? A. Well, the retirement reserve method 
that had been in effect was a reserve against which charges 
were being made when railway lines were being abandoned, 
and the fact that it had a reserve set up was responsible, I 
suppose, for not having set up any specific amount beyond 
what was going into it in a lump sum. 
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Q. Would you say that the accruals to retirement re¬ 
serve during the years before 1939 were adequate to take 
care of the gradual abandonment of the railway property, 
assilming that the company were to get out of the railway 
business by 1956? A. Well, I don’t know, I can’t speak 
for the management’s thought on that subject, but I do 
know that my own thinking—and I have, I reckon, done 
about as much of it as anybody else in connection with 
the property on the probable future of the business—in 
my own thinking I have had the feeling that if we would 
get anything like the 6 V 2 per cent, or a smaller sum if 
any portion of the present reserve were allocated, that we 
should be able to retire the major portion of the invest¬ 
ment in railwavs bv 1956 without having to draw heavilv on 
the surplus. [R. p. 617] But so many factors are involved, 
that I can’t say definitely of course what would be the 
effect in 1956 of abandonment at that time, so far as sur¬ 
plus is concerned. 

• • • • • 

[Ri p. 621] Q. Then why did the company change its de¬ 
preciation policy in 1939 to increase the amount of deprecia¬ 
tion accruals in the case of the railway property? A. I 
thihk it is in recognition of the fact that in all likelihood 
they are not going to have but about 15 more years, until 
1956, to get rid of it, and they wanted to be sure to set up 
enough in that time to cover it. 

Q. And that wasn’t adequately recognized in the years 
before 1939? A. Well, in 1939 and 1940,1 think those figures 
w^re used that you have reference to, and prior to that time 
there was a common reserve. Now that common reserve, 
as I understand, has eventually got to be broken down on 
the direction of the [R. p. 622] Federal Power Commission, 
but as I understand it, the Power Commission is waiting 
for further studies before it makes that requirement, and 
what will be done with the reserve at that time I don’t 
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know. If nothing comes out of it for the railway, it is 
probably going to mean that 6M> per cent will be some¬ 
where pretty close to the amount that is needed to ade¬ 
quately prepare for the end in 1956. 

• • • • • 

[R. p. 624] Q. (By Mr. Fischgrund) I believe you testified 
on direct examination, Mr. [R. p. 625] Jones, that the 
State Commission felt that each department of the com¬ 
pany should stand on its own bottom? A. That is my 
understanding of their position. 

Q. I believe you also testified that in the State Commis¬ 
sion fixing the railway rate base, it considered and included 
certain property that was used exclusively by the railway, 
or for the railway, in its operations, and that was carried 
in the electric utility plant account? A. No, not just that. 
I said they considered the amount of property that was 
used in rendering service to the railways. I did not say 
that they put that amount in the railway rate base. 

Q. But they considered the property within the electric 
utility plant account and used only by the railway, in pre¬ 
scribing— A. (Interposing) My understanding is that they 
considered the property in the electric plant account that 
was used in rendering service which provides the energy 
used bv the railways. 

Q. But they didn’t require a change in the way the 
property was carried on the books of the company? A. No, 
I never heard that they required any change of that kind 
at all. I think that the Commission took into consideration 
that situation in fixing the value of the property in the rail¬ 
way plant account, and that it definitely is not in that ac¬ 
count, it is in the electric account. 

Q. Then, so far as such property is in the electric ac¬ 
count, and used exclusively by the railway, the departments 
are not [R. p. 626] each resting on their own bottom? A. 
Well, if the Commission is familiar, as it was, with the 
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equipment that was used, and the value of the equipment 
used, I presume they took that into consideration in the 
rate of return that they were allowing the company to 
make on its investment. But thev were aware of it. 

• • • • • 

[R. Ip. 62S] Q. (By Mr. Fischgrund) Mr. Jones, if you 
owned the transportation properties yourself, wouldn’t you 
operate them just as efficiently as they are operated today? 
A. I would hope to do so. 

Q. Is there any reason why you wouldn’t be able to do 
so? I A. Well, I think we have undoubtedly had the benefit 
of a number of experienced men, rather than operating 
with only one man’s experience and ability. Two heads are 
better than one, and a broad experience has been an ad¬ 
vantage to us, I think, in connection with our operations. 

Q. Don’t you think that you have had enough experi¬ 
ence in utility operations, transportation operation, to oper¬ 
ate the transportation department efficiently? A. I think 
I cduld operate the transportation properties efficiently, 
but I wouldn’t say that the benefit of consultation with 
others who have had broad experience in not only trans¬ 
portation but in labor problems, construction and finance, 
that I wouldn’t be able to get a great deal of help from 
those who are associated with me in it. 

Q. You would consult back and forth anyway, even 
though you might own the transportation property your¬ 
self? A. I don’t know about that, whether I would have 
the benefit of their ability. 

[R. p. 629] Q. Aside from that— A. (Interposing) If I 
owned it, I certainly would want very much to have the 
benefit of their ability, even if I had to pay for it. 

Q. Aside from that, you could operate the transporta¬ 
tion property just as efficiently and well as it is operated 
today? A. Well, I would say that I believe I could operate 
it cfficientlv. Now to sav that I could do it as well as it is 

V V 



427 


T. Norman Jones, Jr.—Cross Examination (Cont.) 
Virginia Transportation (Cont’d) 

being done today, I wouldn’t say that because I have had 
the benefit of the advice and help of experienced men in 
the broad general field of work, on labor policies, equipment 
and so on, and I would feel that it would be a bit conceited 
to say that I could do it just as well without the benefit or 
experience of any of those men who have had, in some cases, 
as many years or more than I have had in the field. 

• * • • • 

[R. p. 630] Q. (By Mr. Fischgrund) Mr. Jones, do you re¬ 
call testifying as to the studv of the allocation of the 
expenses that you made in 1933? A. I do. 

Q. What prompted you to make that study of alloca¬ 
tion of expenses? A. My knowledge of the general condi¬ 
tions that confronted us, and the fact that the executive 
staff, and nearly everybody except those who at that time 
tied in directly with the railway, were trying to build up a 
big electric business and they were working on it without 
end, and it didn't seem to me that a transportation depart¬ 
ment—I at that time had no portfolio, I was studying gen¬ 
eral conditions—it did not seem to me that the transporta¬ 
tion department, which was not doing any growing and its 
business was less than it had been as a whole, and with 
[R. p. 631] a railway department that definitely was not 
going to expand, as I saw it, but on the contrary was en¬ 
gaged in taking up its tracks and replacing those operations 
with bus operations, as favorable opportunities presented 
themselves—it didn’t seem to me that the transportation 
under those conditions should be forced to bear a charge 
which, to my way of thinking, was very much out of line, 
as I testified Friday, with the real value of the services 
that were being put into the operation of the transportation 
svstem bv the general officers. 

Q. In other words, the reason that prompted you to 
make the study was that you felt that there was an unfair 
allocation of expenses between the departments in 1933? 
A. That is correct, that it had been unfair. 
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Q. "What made you realize that it had been unfair, the 
mere fact that the officers were devoting most of their time 
to the electric department ? A. The fact that it seemed to me 
that the electric department was not only growing, but 
growing rapidly and consuming the major portion of the 
time, by far, of the officers of the company, and of the gen¬ 
eral staff having to do with the property as a whole. There 
was a tremendous amount of time being devoted to making 
new contracts with cities, communities, and establishing 
new rates, getting franchises, and work of that kind going 
on, and extending new lines out into new territory, contin¬ 
uously, and there was no such growth as that going on in 
the railway [R. p. 632] department, it just wasn’t growing. 
On the contrary, as I have said before, the tracks were be¬ 
ing gradually taken up and it just didn’t seem to me that 
there was any sense saying that it was fair to allocate the 
expenses on the basis of gross, under those conditions, when 
I saw where the work was being directed. 

Q. The reason that the officers were devoting most of 
their time to the electric operations was that they realized 
that any real source of net income for the company would 
have to be out of the electric operations? A. Well, I think 
they realized that there was a business that had not only a 
tremendous- future, but was making tremendous demands 
on them, as well as the efforts that they were making to 
build it up. More and more electrification was being re¬ 
quired, and demanded, and the company at the same time 
was making every effort, through its merchandising and 
sales end, to expand its business and to increase its con¬ 
sumption, and was meeting with a great deal of success in 
that direction. I had particularly been interested in it 
because back in 1929 I devoted very nearly a full year to 
working with engineers, outside consulting engineers, in 
studying the costs of producing a kilowatt hour in different 
classes of business, and out of that we developed, first a 
residential rate, which was most productive in increasing 
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business. So I was familiar with the fact that we had a 
promotional rate [R. p. 633] that was bringing in business, 
and we were making a drive to get business, and we were 
successful in it, and being successful, and the amount of 
time being devoted to railway operation was just not at 
all comparable on a basis of gross earnings because the 
transportation business, as such, was not growing that 
way. 

Q. And the reason that they devoted so much time to 
the electric operations was because they realized that in 
light of it being a growing business, and in light of the 
fact that the railwav business was on its wav out, anv real 
source of net income in the future would have to come from 
the electric operations? A. Well, I think they realized that 
there was where the big source of net income was to come 
from, and that the operations of the railway and bus were 
being carried on as efficiently as could be under the condi¬ 
tions where there was no great growth in it; as a matter 
of fact, the earnings were declining at that period, and had 
declined. 

Q. Nor was there any net of any significance out of 
the transportation operations? A. The net after taxes 
had decreased too. There was still a net, but nothing like 
what there had been. 

Q. But no significant net? A. I would say it was a 
significant amount. But the electric business, there isn’t 
any question about it, was [R. p. 634] obviously the grow¬ 
ing business, and that is where the major portion of the 
time of the executives and the others interested in the 
development of the business, was going, it couldn’t go any¬ 
where else because they were being forced to meet the 
increased demands for business, and we were trying to 
build up the business, we had a multitude of rates back in 
1929, and we had gradually gotten those out until we had 
quite uniform rates throughout the State. 
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Q. And the officers were concerned very vitally in 
obtaining as much net income as thev could out of the 
company’s operations? A. Naturally. 

Q. And in the case of the transportation department, 
they realized that there would be no increase of net, nor 
was there any substantial net after depreciation and taxes? 
A. No, I would say that the approach to it was that there 
wash’t very much that you could do to build up the trans¬ 
portation department, that growth there is rather a matter 
of business activity in the community. There isn’t much 
that you can do to improve it yourself, but you can go out 
and hustle and get electric business, and that is what we 
were doing. 

Q. When you made that study of the allocation of ex¬ 
penses, you recognized that one way to keep up the net 
income of the electric department was to keep the rates 
up, did you not ? A. Well, I had been working right hard 
trying to get rates [K. p. 635] lowered, and we had made 
many changes in our rates in that direction, as of that 
date, lowering the rates in the electric department. 

Q. To get more customers ? A. Yes, to make the service 
more attractive and sell more energy. 

And as a result— A. (Interposing) Sell more energy. 

Q. And obtain more net income? A. That is right. 

Q. But you also recognized that if the rates went down 
too low in the electric department, it might have a very 
adverse effect upon the net income? A. I haven’t had any 
experience with that. We have lowered the rates many 
times and we have been able to build up the business in a 
verv satisfactory manner. 

w •» 

Q. And it is also true that the expenses of the electric 
department have a very vital effect upon the rate charged 
for electricity? A. They do. 

Q. And likewise, the amount of the electric utility prop¬ 
erty account has a very vital effect upon the amount of the 
rates that are prescribed? A. It does. 
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Q. And if the electric utility property account showed 
[R. p. 636] more property in it than was actually used or 
necessary for the electric operations, it might have the 
effect of keeping the rate up ? A. It would. 

Q. And likewise, if the department showed more ex¬ 
penses than actually existed, it might have the effect of 
keeping the electric rate up ? A. It would. 

Q. And the result of your allocation or change in alloca¬ 
tion of expenses was to increase the proportion of the 
expenses of the electric department, and decrease the ex¬ 
penses of the transportation department from, I believe 27 
per cent to 17 per cent, or something on that order? A. I 
forget just what the figures were, but they are the figures 
I gave you Friday. 

Mr. Moore: 27 per cent to 17 per cent. 

By Mr. Fischgrund: 

Q. It is your opinion, Mr. Jones, is it, that the present 
method of allocating expenses between departments is fair? 
A. It is. I think it is much fairer than the gross base in the 
light of my knowledge of the time and attention and ability 
devoted to that business, as compared with the electric 
business in our company. 

Q. But in vour opinion, the present method of allocating 
expenses is not fair but merely fairer than the former 
one? [R. p. 637] A. I don’t know that there is any possible 
way, certainly none that I know of, to determine accurately 
how an allocation should be made or can be made. There 
has got to be a certain element of judgment that enters into 
it and a certain amount of general application of percent¬ 
ages. 

Q. Now in allocating expenses on the basis of net oper¬ 
ating revenues, the proportion of such net revenues to be 
applied during any given year is based on the amount of 
the department’s net operating revenues during the pre¬ 
ceding year? A. That is right. 
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Q. And the first year you put this method of allocation 
into effect you used the ratio that existed during the pre¬ 
ceding year of gross operating revenue, is that correct? 
A. On the determination of the net allocations in 1933, we 
used the figures based on 1932. 

Q. That is the net operating revenues in 1932? A. That 
is right. 

Q. And the net operating revenues in 1932 included the 
expenses that were allocated on the basis of the gross fig¬ 
ures? A. That is right. 

Q, And you testified that you believed the gross figure 
was unfair? A. I said that I believed that the gross figure 
was unfair to the railways and the net figure was a fairer 
figure than the gross. 

fK. p. 63S1 Q. TTcll, doesn't it necessarily follow, Mr. 
Jones, that if the gross figure is unfair or out of propor¬ 
tion. that the net figure during 1932, which was based upon 
expenses during that year, which was obtained on the basis 
of a gross figure, likewise was necessarily unfair in that 
the company had less net, or the department had less net, 
than it should have had, because the net was based upon, 
or obtained after, deduction of expenses which were obtained 
from gross figures? A. There may have been some 
difference there, and I think there probably is, and I don’t 
want anything that I have said to indicate to you that I 
have said or have implied that I think that every charge 
that is made on this basis is a correct charge. I do say 
that I think it is a fairer method than the gross basis method, 
and that a reversion to the gross method would be a return 
to that unfairness. Now my individual time, on the net 
basis, is allocated against—a substantial portion of it, way 
in excess of half—the electric account, but I think, when 
you take all of the officers together, and the amount that is 
allocated against the transportation department, it is to¬ 
day in excess of what it really is, as a matter of actual 
services put into the transportation department. 


j 


433 


T. Norman Jones, Jr.—Cross Examination (Cont.) 

Virginia Transportation (Cont’d) 

Q. Now isn’t it correct, Mr. Jones, that the net figures 
that are obtained during any given year are based upon the 
proportion of the net operating revenues of the department 
to the [R. p. 639] company’s net operating revenues during 
the preceding year ? A. That is right. 

Q. And when we go all the way back to the first year that 
the system \vas installed, we find that the net operating 
revenues during 1932 were based upon, or obtained after, 
expenses which were obtained on the basis of gross figures! 
A. For 1931. 

Q. And therefore the net operating revenues during 1932 
necessarily, as a matter of logic, are not a fair method or a 
fair proportion for the basis for allocating expenses, using 
your statement that the gross is not fair and that the net is 
fair? A. I never said that it was an accurate method. 

Q. Isn’t it necessarily as unfair as the gross figures, 
since it is based upon figures which were obtained from the 
gross figures? A. May I read what I said Friday? 

Q. I believe that is in the record, I would prefer that 
you would answer the question? A. Will you read the 
question, please. 

(The question is read.) 

A. I don’t think it is unfair, it is not accurate and I haven’t 
claimed that it was. 

Q. It is correct, is it not, that the transportation depart¬ 
ment is charged for electricity that is used by it on the 
[R. p. 640] basis of the so-called switchboard cost? A. I 
think that is true, except that some transmission line cost 
is in there. 

Q. That switchboard cost consists of the fuel cost, the 
labor cost, and the miscellaneous supplies, is that correct? 
A. I think those are the principal items that go in, and some 
transmission costs. 

Q. Are you sure that the switchboard cost includes 
transmission cost? A. My understanding is that it has 
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some transmission cost in it, sir, I don’t know just how 
much. 

Q. But it doesn't include the cost of the investment in 
boilers or generators? A. Xo, it does not. 

Q. It doesn’t include depreciation and taxes on the 
powerhouse equipment, even though they may be used only 
for the railway department? A. It does not, as I under¬ 
stand it, include any depreciation or taxes. 

Q. It doesn't include any distribution losses? A. The 
total figure in kilowatt hours that is paid for, as I under¬ 
stand it, includes conversion losses. 

Q. But not distribution losses? A. I don’t know 
whether there is any distribution loss in that figure or not, 
I can’t answer that. 

[K. p. 641] Q. Does it include any charge for the use of 
feeder lines? A. I think the feeders are, some of them cer¬ 
tainly, in the railway plant account, I don’t know how many. 
Last year we had I know a charge against feeders on ac¬ 
count of the changes that we made in them, in the railway 
account. 

Q. Well, aside from the d. c. feeders that the company 
has, does the switchboard cost include any charge for the 
use or the investment in a. c. feeders that are used in con¬ 
nection with the supply of current to the railway depart¬ 
ment? A. I do not understand so. 

Q. The switchboard cost doesn’t include the cost of 
investment in transmission lines to the substations, does it? 
A. I think the transmission line end of it is the mainte¬ 
nance end. 

Q. But not the depreciation on those transmission lines 
either? A. I do not understand that there is anv of that in 
there. 

Q. Do you know how much the switchboard cost amounts 
to per kilowatt hour? A. I do not know the exact, I think 
Mr. Mitchell had it here last week. 
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Q. Do you know about how much it is? A. It is three 
and a fraction mills, a small fraction. [R. p. 642] Q. Do 
you know how many kilowatt hours were used by the trans¬ 
portation department during 1940? A. As I recall it, the 
figure was some 34,000,000 kilowatt hours. 

Q. Do you know what the wholesale rate of the Com¬ 
pany is for the sale of energy per kilowatt hour? A. There 
are quite a number of rates, but none applicable to a railway 
such as we operate. No rate has ever been filed covering it. 

Q. Do you know on what basis the energy that is sold to 
a railway by an electric company, where they are not owned 
by the same company, is figured? A. I can't cite you any 
particular company, but I think that undoubtedly the rate 
that would be charged would be one, unless some very spe¬ 
cial condition existed, that was probably higher than the 
rate that is being paid by the transportation department 
for its energy today. 

Q. It would probably be the wholesale rate or something 
like the industrial rate ? A. It would probably be a specially 
filed rate to cover the transportation company’s require¬ 
ments. These companies are not very numerous, there is 
usually only one railway company found in a community, 
and there may be some companies that have more than one 
rate, but I would say that for a company the rate would 
probably be developed to the definite requirements of that 
[R. p. 643] company. 

Q. Is it not your opinion that a proper rate, that is a 
proper charge to the railway department for the electricity 
furnished it, should include depreciation and interest on 
investment and taxes and other such items? A. I think 
that a rate designed to produce a profit would include de¬ 
preciation, taxes and interest. 

Q. Well, if it merely included the switchboard cost plus 
depreciation, taxes and interest on investment, then there 
wouldn’t be any profit from selling energy to the railway on 
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that basis, would there? A. That would cover the interest 
on your investment that you actually had, plus your depre¬ 
ciation and taxes and your switchboard cost, that would 
cover your flat production cost without including a profit. 

Q. And don’t you think that that is what the charge to 
the railway department for the use of electricity should be? 
A. Well, you have got to take into consideration the condi¬ 
tions under which we have operated, with many joint facili¬ 
ties available to each company, the fact that the transpor¬ 
tation department has furnished free transportation, for 
example, to all of the employees of the electric department. 
That is a very considerable offset in our thinking, my think¬ 
ing certainly. We had, or rather the transportation depart¬ 
ment furnished substantial benefit to the electric depart¬ 
ment in the [R. p. 644] use of its pole lines and its rights of 
way, and overall it seemed to me that inasmuch as there 
was no object in making a profit out of the transportation 
department, if the different items offset each other sub¬ 
stantially, that that was about all right. 

* • • • • 

[R. p. 658] (By Mr. Lester) The passes that the Trans¬ 
portation Department provides to the employees of the 
other departments are not necessary for the functioning of 
the other departments, for the employees getting around to 
carry on their business,—isn’t that true? A. The passes 
could be taken away, and they would still find ways of get¬ 
ting to and from their business, or to the [R. p. 659] places 
they have to visit, but if you took those passes away from 
the employees, and as I said, those passes are considered 
part of their compensation, I think you would have to com¬ 
pensate for it. i 

Q. The passes are not given to the employees in order to 
enable them to get around on the company’s business? A. 
I don’t know whether that is true, because originally they 
were issued at a time when there were no automobiles and 
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few buggies, and I imagine when the practice of issuing 
passes first started, it bad a very direct relationship to the 
work. I know that in the early days the track men moved 
around to their different jobs quite extensively on cars, and 
many of the other workers used the cars in that way, and I 
imagine initially when that was done, they had in mind the 
furtherance of the company’s business, and certainly in 
greater part that was true at that time. 

Q. Do you think there is now such reason for giving the 
company’s employees passes? A. The company’s em¬ 
ployees could be deprived of their passes and still attend 
to their business, perhaps sometimes using automobiles 
instead of the cars, but I think that they would expect to be 
compensated in lieu of the pass, because that is a part of 
their compensation. 

Q. Referring to employees using automobiles instead 
of passes, you have in mind their getting to and from work? 
[R. p. 660] A. No, when I say employees using automo¬ 
biles, I mean those who have occasion to go out in connec¬ 
tion with merchandising opera ions, collecting in some of the 
outlying sections, meter readers reading in some of the 
outlying sections, and so forth, and these use automobiles. 

Q. But those cases are rare, are they not? A. No, the 
use of automobiles in the outlying sections is necessary, 
and quite common. 

Q. But the cases in which company employees use passes 
on company’s business are few as compared to the total 
number of employees of the company? A. There are rela¬ 
tively few that have to use passes in connection with their 
company business. 

By Mr. Lester: 

Q. Have you any justification for the giving of passes 
to Electric Department employees other than perhaps his¬ 
torical reasons? A. Well, I think if you assume that the 
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historical reason no longer exists, the giving of passes to 
the employees, if discontinued, would have to be offset by 
an iiicrease in the compensation to the employees to keep 
them satisfied. 

Q. Is any amount of the passes issued to Electric De¬ 
partment employees transferred to or credited to the Trans¬ 
portation Department? A. There is no credit that I know 
of, and never has been [R. p. 661] of that kind. In our con¬ 
tract,—you asked about the pass,—in our contract with the 
union, which all the employees below the grade of foreman 
belong to, there is a provision that we should continue he 
practice of issuing these transportation passes. 

Q. When does the contract expire? A. The 31st of May. 
It is renewed on June 1st. 

Q. (By Mr. Fischgrund) Mr. Jones, does the Transpor¬ 
tation Department supply gasoline to the Electric Depart¬ 
ment trucks? A. It supplied it for a number of years from 
the filling stations, but the Electrical Department was billed 
for gasoline so supplied. We are not doing that any longer 
because of the complete separation of accounts caused by 
the Wages and Hours Act, and the gasoline used by the 
Electric trucks now is supplied from the Electric Depart¬ 
ment pumps. 

Q. The Electric Department does not buy the gas used 
from those pumps from the Transportation Department? 
A. No, it does not, but it gets the benefit from the con¬ 
tract that the Transportation Department makes for gaso¬ 
line. We always insert in this contract the provision that 
the gasoline needed for other Department’s automotive 
equipment can be purchased at the same price. 

Q. (By Mr. Lester) Turning again to the passes for 
employees, if you did [R. p. 662] not have a Transportation 
Department, you would not issue passes, would you? 

The Witness: Would you repeat the question? 

(Whereupon the pending question was read by the 
reporter.) 
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The Witness: No, I don’t think there would be any 
cause for the furnishing of transportation to all employees. 

Q. (By Mr. Lester) In other words, if the company had 
no Transportation Department, you could not furnish 
passes on that system to the employees? A. I don’t know 
about that. 

Q. Doesn’t the existence of the Transportation Depart¬ 
ment really render this giving of passes perhaps necessary? 
A. Well, I said that it could be discontinued, but if it was 
discontinued, I think that the employees would have to have 
some additional compensation, because they have grown to 
consider those special transportation passes as part of 
their salaries. 

Q. I am aware of the situation that you have mentioned, 
but don’t you think that the existence of the Transportation 
Department is just another complication in the situation 
which is going to be questioned by regulatory bodies, as it 
is being questioned here? A. I don’t see that it complicates 
it at all, it seems to me that they have been working 
together from the beginning in a very natural way. It is 
certainly an advantage, I think, to [R. p. 663] have available 
upon call the skilled specialists in the Electric Department 
in the event of need. For example, their engineers are avail¬ 
able if there are any problems of a special nature requiring 
electrical engineers. We have them available there, and 
can get them without any great effort, such as would be 
necessary if the two departments were operating entirely 
separately. And it might involve some difficulty in that 
way. It doesn’t seem to me that it is any handicap. 

Q. (By Mr. Fischgrund) Mr. Jones, do you have with 
you a copy of the report that you made in 1933 on the 
allocation of expenses between departments? A. I didn’t 
make a written report on that, sir. 

Q. Did you write out anything in connection with that? 
A. No, I discussed it with the then operating Vice-Presi- 
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dent and we, as I recall it, discussed the matter then with 
Mr. Holtzclaw, and I think either the Comptroller or the 
Treasurer were brought into the discussion and after it 
was decided that method would be followed, that was done, 
but I did not write out any of the details. 

Q. How long did you carry on your investigations into 
the method of allocating expenses between departments? 
A. My recollection is, I don’t know how long I carried on 
the investigation, but my recollection is that I discussed 
the matter over a period of several weeks. 

[R. p. 664] Q. Investigated over a period of several weeks? 
A. Discussed it over a period of several weeks. I don’t 
know how long I was engaged in checking or making ob¬ 
servations. As a matter of fact, there was a substantial 
proportion of the bases for my recommendations, which 
I referred to before, namely, the very obvious fact to all of 
us around the office that the Electrical Department was 
consuming by far the major portion of the time of the top 
men, because of its growth and development, and the desire 
to get the rate adjusted, and down, so that we could sell as 
much energy as possible, and there was no such occasion 
for that in the transportation business, because nothing 
we could do would make the people ride. The general busi¬ 
ness conditions governed the amount of riding. 

Q. Mr. Jones, didn’t you, in connection with the studies 
of allocations of costs between departments for your own 
benefit or anyone else’s, write out your findings and recom¬ 
mendations? A. I did not. 

Q. Do you recall writing any letters to New York, to any 
officer or clerk in regard to the method of allocation of 
expenses? A. I don’t recall writing a word on the subject. 
My discussion principally was, I think, with Mr. Bowes, 
who was then Operating Vice-President, and his office was 
next to mine, and I would walk in and talk with him about 
it, from time to time. 

• • • • • 
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[R. p. G79] Q. Is Virginia Electric & Power Company re¬ 
quired to report as to the operation of the Transportation 
Department to any Commission or public authority? A. 
It makes a report to the Virginia State Corporation Com¬ 
mission of its operations. 

Q. Of the Transportation operations? A. And Electric, 
too, and also Gas. 

• • • • • 

T. NORMAN JONES 
Re-Direct Examination 

(By Mr. Moore) 

[R. p. 69S] Q. Will you now state whether or not, in your 
judgment, the riding public, that is, the revenue passengers 
on cars and buses would be benefited, in your judgment, 
in the rate of fare which will be required of them to be 
paid tc yield a fair return on the company’s investment 
if there were an immediate substitution [R. p. 699] of bus 
operations for that portion of the operations at present 
carried on by railway lines? A. I don’t think so. 

Q. Have you any figures now that relate to that matter? 
A. I made some figures yesterday bearing on that which 
I think are correct. They were partly prepared yesterday 
and partly worked up on Sunday when I was down in 
Richmond, and had more facilities for working than I have 
here, and it is on the basis of this estimate that I make the 
statement that I don’t think that the riders would benefit 
in reduced rates if we transferred all-rail operations to 
all-bus operations. The gross revenue for railways in 1940, 
I should say for the bus operations in 1940, was 
$2,580,316.00. The operating expenses for the bus in that 
same year, including taxes and upward adjustment that 
Mr. Taylor of Lybrand Bros, has made, to reflect in his 
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opinion more accurately the operating expenses, totals 
$2,153,386.00, leaving a balance of $426,930.00, before the 
depreciation figure which Lybrand used. 

Q. Mr. Taylor, you mean? A. Mr. Taylor of Lybrand 
used $237,34S.OO for depreciation; and deducting that from 
the balance after operating expenses, we have $1S9,5S2. 
Mr. Taylor has used for Federal income taxes on the bus, 
interest and amortization on bonds which was allocated 
against the bus, and other income, the total of $102,316.00; 
deducting that from the $1S9,5S2.00, we have the balance 
of $87,266.00 for a return [R. p. 700] on the December 31, 
1940, investment of $3,309,431, which is a rate of return of 
approximately 2.6 per cent. 

Q. That is on buses ? A. On the buses* yes. 

Q. $3,309,430.00 is the investment in buses? A. Yes, as 
of December 31, 1940. Now, during the year 1940, there 
were 41,264,960 revenue passengers carried on the buses, 
according to the figures that T checked with Mr. Taylor 
yesterday. The corresponding figure of revenue passengers 
handled by the railways was 41,612,429. 

Q. They are almost exactly the same, aren’t they, on 
the rails and buses? A. About 346,000 more handled on 
the rail than on the bus that year. 

Q. But, out of a total of S3,000,000 passengers, that is a 
relatively small difference? A. A very small difference. 
Xow, in order to determine what would be the situation 
if we went over to all-bus operation, I made some figures 
on the estimated costs of equipment that ■would be needed 
for such operation. I worked over these figures with the 
General Manager of the Transportation system and our 
figures did not quite agree, but I used my figures, which 
were a little lower than his figures, or somewhat lower than 
his figures, of $2,676,000, as being the [R. p. 700-A] sum 
which, the approximate sum that would be required to make 
the change from rail to bus. That is the amount that would 
have to be spent on new equipment. 
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Q. You are using your figures instead of-A. (Inter¬ 

posing) I am using the figures that I made. 

[R. p. 701] Q. That is a lower figure, is it not? A. A lower 
figure, and I checked my figures in part against the figures 
of Mr. Berry’s figures, and I have used the lower figures 
which were my own conclusions. 

Q. What is Mr. Berry’s standing in the transportation 
industry of this country, Mr. Jones, I mean in the street 
railway and bus industry as a whole industry? A. He is a 
man well known in the industry. He was one of the men 
who assisted in the development of the one-man operated 
car known as the Birnev car, he was connected with that 
change and he has made a survey of transportation sys¬ 
tems in the different parts of the country and has had a 
very wide experience over a period of many years. I 
don’t know just when he went into the business, as a young 
man, but he has been working in many different parts of 
the country and has always worked either on bus or street 
railway operations or, as a young man, at some mechanical 
business. 

• • * • • 

Q. Will you state Mr. Berry’s present occupation? A. 
Mr. Berry is general manager of the Transportation De¬ 
partment, for the System. 

Q. Has he spent his lifetime in the transportation busi¬ 
ness, exclusively? [R. p. 702] A. I don’t think he has ever 
worked at anything else except on matters that were 
mechanical, as I stated, and he started as a young man 
in the railway business and it has always been his work, 
other than work inspecting properties and valuing prop¬ 
erties. 

Q. Well, now, is it your considered judgment that the 
figure— A. (Interposing) I had not finished with my 
figures, Mr. Moore. We estimate, and this has been checked 
with the figures on the books as to the value of the build- 
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ings that could be or would be carried over as useful 
buildings which are such type of buildings we have been 
transferring from the rail accounts to the bus accounts when 
we have made transfers in the past, $986,948, which brings 
the total, including the value of the plant as of December 
31, 1940, to $6,972,379. There are some few thousands of 
dollars that will have to be included to remove the trolley 
wires from the barns which will be converted into garages 
and for putting doors in barns where they do not exist 
now and also for some equipment and some other work 
in Connection with the change over, which would run the 
amount in excess of 7 Million Dollars, but I had used the 
round figure because it is rather a difficult thing to deter¬ 
mine with accuracv exactlv what would be the costs. Mr. 

V •> 

Berry has said that the cost, in his opinion, would be 
somewhere between 7 and 7 and one-half Million Dollars, 
but I [R. p. 703] think my figure at seven million dollars 
is probably not very far off, it may vary slightly from his, 
but 1 1 think it is close enough for all practical purposes. 

Q. Is it your considered judgment that the seven million 
dollars may be regarded as the minimum figure that would 
be required, representing the capital investment in the bus 
business, if there would be an immediate transition from 
cars to buses for that portion of the Railway Department, 
or the Transportation Department, which is now in rails? 
A. I do not think it could be done for less than that. 

Q. That, of course, includes the $3,300,000 of property 
at present standing in the bus department account? A. It 
will be noted that it is a little more than the plant account, 
and that there would be added to the plant account of 
$3,309,431, the sum necessary to complete the change-over 
which would be roughly $3,700,000 which would make an 
even $7,000,000. Now, the reason for that is that the type 
of equipment remaining on the streets is a type of car 
seating 44 to 48 passengers, and our figures show that we 
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would have to have a larger number of large buses to re¬ 
place that equipment than the average of the buses which 
we have today, which include a large number of little buses 
on the lines where the traffic is light and where small buses 
are used. Now, the $7,000,000, with the revenue derived 
from [R. p. 704] 41,612,429 passengers which, when the 
railway is changed over, insofar as the Richmond railway 
passengers are concerned, I think will mean that the aver¬ 
age rate of fare per revenue passenger will not be allowed 
to exceed, within very close limits, the average fare today. 
On the buses, the cash fare is ten cents on most of the 
lines and on a few of the lines which have been changed 
over from railway to bus, it is seven cents, and the City 
was not willing to agree to the change-over from rail to 
buses unless we agreed to that charge on those lines. 

Q. You said ten cents,—you mean that is in Richmond? 
A. Seven cents. 

Q. Did you mean ten cents was the fare in Richmond? 
A. In Norfolk the cash fare is ten cents, in Richmond the 
cash fare on the buses is eight cents and on the railway it 
is seven cents, with the exception of a few lines that have 
been changed over from rail to bus and there the fare is 
seven cents instead of eight cents, due to the fact that the 
City would not allow us to change over from rail to bus 
unless the fare was on the basis of the rails, which was 
seven cents. 

Q. That was in the case of a direct substitution? A. 
Yes; so I don’t think if we were to change over today that 
the revenue that -we would get from the 41,612,429 pas¬ 
sengers would be very different from the revenue that is 
derived from the 41,264,960 passengers, to the extent 
of 346,000 passengers difference, which would be very small. 
That being the [R. p. 705] case, and applying the same 
operating ratio to the new business coming over that the 
buses have at present, would produce approximately the 
same 2.6 per cent return, it might be slightly higher than 
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that, but it would be far less than the rate of return that 
would be considered adequate for a return on an investment 
in this kind of business so I don't see anything in those 
figures that would justify the expectation that there could 
he any reduction in fares affecting the riding public, as a 
whqle. 

• • • • • 

[R. p. 7101 Mr. Moore: * * * Mr. Jones, have you found in 
your experience in dealing with the State Commissions and 
the various city councils with respect to abandonments of 
rail lines, that you were able to obtain consents, the neces¬ 
sary consents to the abandonment of the rail lines, in gen¬ 
eral, without substituting the equivalent bus service there¬ 
for? 

The Witness: Xot for many years have we been al¬ 
lowed to abandon rail operations without substituting bus 
service for [R. p. 711] it. 

Mr. Moore: That is the primary condition of the fran¬ 
chise, or permit, is it not? 

The Witness: The position that the city takes is that, 
“All right, if you want to abandon the rail service, put in 
bus service in the place of it, and if you agree to operate 
this bus service, that is all right with us.” In Richmond, 
this stipulation went further because at first they did not 
want us to abandon the street railway in the favor of buses, 
but they stipulated that if such change was made, that 
they would want the fare on the buses to be not more than 
the fare on the railwav line when it was changed over, 
and after reaching an agreement on that subject, then we 
have been before the State Corporation Commission and 
presented an application for authority to abandon the rail¬ 
way operations and substitute buses. 

* • • • • 

[R. p. 718] 0. Mr. Jones, you testified that it was your be¬ 
lief that the railway business v-ould be continued in Rich- 
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mond until the expiration of the Richmond franchise in 
August, 1956. I believe you testified to that effect, did you 
not? A. I believe it will be. We have a right to operate 
in Richmond until 1956. 

Q. What is the situation as you visualize it, Mr. Jones, 
that will exist with respect to the railway business in 1956? 
Will you have a situation very much like a man who has a 
20-vear old Ford bv that time, or what will be the situation? 
In other words, will you still have an efficient railway opera¬ 
tion ? A. I think we will be operating what I have referred 
to as the heart of our railways in both Richmond and Nor¬ 
folk as of 1956 and that we will be operating them efficiently 
and giving the public good service with the equipment at 
that time. There may be some lines that will be changed 
over in the meantime from rail to bus. I do not think that 
it will be extensive, on account of the general layout of what 
I have [R. p. 719] referred to as the heart of the system in 
both cities. I feel that the same situation will exist in Nor¬ 
folk, because of the conditions there which make it 
desirable to handle mass transportation with the most 
efficient machine with which we can handle it, which is the 
large car on rails. 

Q. How are the main arteries of traffic in Richmond and 
in Norfolk handled today ? Is it by rail or by bus ? A. The 
Main Street line and the Broad Street line are the two 
main rail trunklines in Richmond. 

Q. Are they in the heart of the city? A. There is an¬ 
other line running into South Richmond known as Hull 
Street. The Main Street line and the Broad Street line 
are parallel to each other for a good portion of their 
lengths, and rail lines from other sections run into those two 
main trunklines. I feel that those lines will be operated 
right on through until 1956. 

Q. That is, the main trunklines? A. Yes. And I do 
not think there is much likelihood of the other lines which 
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run into those lines being discontinued, because the track 
is in very good condition and we have equipment which 
should operate not only until 1956 but beyond. In Norfolk 
the trunk line situation is somewhat dif- [R. p. 720] ferent. 
Granby Street is the main trunk line through part of the 
retail section. There is a shorter line that operates almost 
parallel to Granby Street through the Church Street shop¬ 
ping district. Then there is a rail line running from the 
downtown district in Norfolk into South Norfolk. But the 
main lines that handle the heavy traffic are from the Naval 
Base and Ocean View—there are two double track lines to 
Ocean View. The Naval Base uses a substantial portion 
of the Granby Street track for, I would say, two miles or 
moi-e from the downtown district to Ocean View, one of 
which double track lines from Ocean View operates the en¬ 
tire length of Granby Street to Ocean View. The third 
lin^s operates over a substantial portion of the downtown 
section, probably a couple of miles, or something like that, 
over Granby Street. So those lines coming into Granby 
Street feed the traffic into it naturally. And when the time 
comes, should it come, when the railway is abandoned and 
the bus is substituted for it, it is going to mean quite an ad¬ 
ditional problem from a traffic standpoint in handling all of 
the buses that would replace the cars, because a larger 
number of buses would be required than cars in order to 
handle the traffic. 

Q. What is the condition of the tracks on those main 
trunk lines both in Richmond and in Norfolk? [R. p. 721] 
A. The outlying tracks are on private rights of way and are 
in very good condition. They are unpaved, open track. In 
the city proper the major portion of the tracks is in very 
good condition. 

Q. What is the condition of the equipment that operates 
over those tracks at the present time? A. The equipment 
is in very good condition. 
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Q. In view of that situation, Mr. Jones, will you state* 
whether or not in your considered judgment the riding 
public would be afforded any better service if there were 
a transition made immediately to the bus, as compared with 
what they get now from the coordinated rail and bus? A. 
I do not see that they would have any better service than 
they are now getting. 

• • • • • 

[R. p. 728] Q. Now, Mr. Jones, you were asked some ques¬ 
tion before lunch regarding the passes that are provided by 
the Transportation Department for other departments and 
employees. What is the value of the pass that the company 
sells to the public that is comparable to that pass that the 
employee has? A. The pass that the employee has is good 
for unlimited use by the employee. There is a $1.25 pass 
that is sold to the public which does not have a limitation 
as to who mav use it. 

Q. It does not have a limitation as to who may use it, 
Mr. Jones ? A. It does not have a limitation as to who may 
use the pass. 

[R. p. 729] Q. What is your best judgment as to the amount 
of adjustment in compensation that would have to be made 
of the company’s employees for this free transportation, 
if it were taken away from them? A. I have thought of 
that in connection with this case and before, because I 
have tried to place some value on the pass in order to get 
an idea of what it would be. As near as I can come to it is 
$1.25 a week that I think the employees would expect to re¬ 
ceive in cash if they did not have the pass. Of course, I 
can’t say what they expect; but I think the company prob¬ 
ably vrould have to pay about that much in cash to offset 
the privilege which has existed for so many years. 

Q. That would be about $65 a year. A. Yes. It is $1.25 
times 52. 
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Q. Would that he applicable to every single employee 
who enjoys a pass, so far as you know? A. I should think 
that every employee would expect it, Mr. Moore. 

Q. From the point of view of the company is it more 
desirable to provide along with the monthly pay check of 
the employee a certain amount of pay check plus this trans¬ 
portation rather than to add about $5 to his pay check as 
representing it? [R. p. 730] Which is the better from the 
point of view of the company? A. The need for change has 
not seemed to be sufficiently real to justify it. I think the 
method of handling the situation now is mutually satis¬ 
factory. 

Mr. Moore: Will the Reporter please read the question 
that I asked? I do not believe Mr. Jones has answered it. 

(The question was then read by the Reporter.) 

The Witness: I think it is more satisfactory from the 
standpoint of the company to continue the practice as it 
is now. 

Q. (By Mr. Moore) What is now being done certainly 
tends to conserve the company’s cash and also promotes 
riding, doesn’t it? A. I think it has some tendency to pro¬ 
mote riding. 

• • • • • 

[R. p. 731] Q. What were the duties of the vice-president 
in Richmond at that time, that is, during this period from 
1929 to 1934, referring to the vice-president to whom the 
general manager of transportation reported? [R. p. 732] 
A. System operations, the operating vice-president for the 
system. He had general supervision over all of the opera¬ 
tions in all of the departments—transportation, gas, and 
electric. 

Q. In between your office and your position as vice- 
president in charge of transportation and the president 
of the company there is some other official at the present 
time, is there not? A. System operating vice-president. 
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Q. And what are his duties? A. He has general super¬ 
vision over the system operations—electric, transportation, 
and gas. 

Q. To the best of your knowledge and belief, were the 
properties efficiently operated, so far as transportation is 
concerned, between 1929 and 1934? A. I think they have 
been very efficiently operated, certainly ever since 1929, and 
even earlier. 

Q. In view of what you just stated, Mr. Jones, I will 
ask vou whether or not there is anything in the trans- 
portation department and its business that necessarily 
points to the need of a vice-president in charge of trans¬ 
portation alone, or is that simply an organizational matter 
from the standpoint of convenience? A. Well, there are 
advantages in having one head who handles the policy 
matters and who is able to discuss [R. p. 733] matters for 
the system as a whole with the operating vice-president. 
And it was deemed advisable to have one man looking after 
the transportation just as, you might say, the general man¬ 
ager of the electric system looks after the electric system. 
He, in turn, reports directly to the vice-president. 

Q. As a matter of fact, prior to 1934 had the company 
ever had a vice-president in charge of transportation as 
such? A. Not as such. 

Q. Then, Mr. Jones, would you say that the creation of 
the position that you now hold, in 1934 was the result of 
anything involved in the necessities of the situation, or was 
it due to convenience and expediency? A. Well, as I have 
said before, I think it was deemed a desirable thing to do 
in order that there might be one individual who followed 
the system policies in the different communities and was 
able to see that they were carried out equally in all of the 
divisions. The operating vice-president for the Norfolk 
Division, operating independently of the transportation 
department, and one operating independently in Richmond 


452 


T. Norman Jones, Jr. — Re-Cross Examination 
Virginia Transportation (Cont’d) 

perhaps would not have had common ideas as to efficiencies 
and uniformity of equipment, standards, and matters of 
that kind. But one man looking to [R. p. 734] standards 
and practices and policies I think can do the work more 
satisfactorily than two. 

V 

• • • • • 

[R. pi 735] Q. Could you possibly operate the transporta¬ 
tion department as efficiently as it is now run if you did 
not have the benefit of these joint arrangements with the 
electric department in personnel that you have referred to, 
particularly between the executives? A. Unless you had 
the abilities of the men who are called upon and are avail¬ 
able, or men of equal ability, I don’t think it could be done. 

• * • • • 


T. NORMAN JONES 
Re-cross examination 

[R. p. 751] Q. (By Mr. Fischgrund) Mr. Jones, do you 
recall testifying in answer to Mr. Moore’s question to the 
effect that if passes were not given to the employees of the 
company it may be necessary to increase the amount of 
their compensation by perhaps $65 a year? A. I think it 
would probably be necessary to give them a pass similar 
to the weekly unlimited pass that we have now. If we took 
away the pass that they now have it would be necessary to 
give them in compensation a cash equivalent of approxi¬ 
mately that. 

[R. 752] Q. And if that were done would the amount that 

was so given to the electric department employees be 
charged as an expense of the transportation department? 
A. Will you give me that question again, please? 

(The last question was read.) 

The Witness: I don’t exactly understand the question. 
Q. (By Mr. Fischgrund) I mean, if the company discon- 
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tinued giving its employees passes and instead gave them 
$65 a year more in salary, would all of that $65 per year as 
applied to all of the company’s employees be charged to 
the transportation department? A. No. 

Q. If the company did not give them $65 a year, that is, 
give the employees $65 a year, but gave them, let us say, 
$50 or $60 a year, representing the cost of the transportation 
pass, would that amount as applied to all of the company’s 
employees be charged to the transportation department? 
A. No, I would think that the amount that was given the 
employees in cash, in lieu of passes, would be reflected in 
the department in which the employee was. If he is a joint 
employee there would be some joint distribution of that 
expense just as there is of his salary. 

Q. Is there any reason why the cost of transporting 
the employees, that is, the cost of passes, should not be so 
allocated between the departments? [R. p. 753] A. If you 
assign the value to the pass which at present we don’t 
have on the books at any value, it could be allocated. 

Q. And don’t you think it should be so allocated? A. 
I think to give a picture of the operating expenses of each 
department that would reflect as accurately as it could be 
made to reflect the expenses of that department, that so 
far as the pass is concerned it should be charged against 
the operating expenses on the basis of probably $1.25 a 
week or whatever is decided upon. It is a figure that would 
represent the cash that would have to be paid to the 
employee in lieu of transportation. That could be assigned 
to the department the employee worked in, that portion of 
the cost. 

Q. Don’t you think that the operating expenses of each 
department should, as accurately as possible, reflect the 
operating expenses of that department? A. I think the 
system that we have used is open to criticism in that it 
does not do that, and that it can be approximated more 



454 


J. G. Holtzclaw—Direct Examination 
Virginia Transportation (Cont’d) 

closely than it has been approximated. I don’t think we can 
ever get an exact allocation of the time of any employees. 

• * • • • 

[R. p. 757] J. G. HOLTZCLAW 

[R. 758] a witness appearing on behalf of Respondents, 

havihg first been duly sworn, was examined and testified 
further as follows: 

Direct Examination 

Q. (By Mr. Moore) Please state your name, age, resi¬ 
dence and occupation? A. My name is Jack G. Holtzclaw: 
54 rears old: residence address 603 North Davis Avenue, 
Richmond, Virginia; business address Electric Building, 
7th and Franklin Streets, Richmond, Virginia. I am presi¬ 
dent of Virginia Electric and Power Company. 

Q. Will you briefly describe your educational background 
and business experience as an engineer and utility operator ? 
A. I graduated in electrical engineering at Georgia School 
of Technology in 1907. I entered the employ of Stone & 
Webster, Inc., Boston, Massachusetts, in September 1907. 
I was sent by that firm to Savannah, Georgia, as student 
engineer January, 1908. During three years at Savannah 
I served as student engineer in various occupations, includ¬ 
ing miscellaneous power station work, street car conductor, 
mechanic in car barns, night dispatcher in transportation 
system, purchasing agent and assistant to the manager. I 
was transferred to Pensacola, Florida, as supervisor on 
transportation system of Pensacola Electric Company, Jan¬ 
uary, 1911; was promoted to assistant superintendent of 
transportation late in 1911; was made superintendent of 
transportation in 1914; made general superintendent 
[R. p. 759] of transportation and electric department in 
1916; appointed manager in 1919 and appointed receiver 
by the Federal Court in 1920. On sale of the property at 
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end of receivership I was transferred to Beaumont, Texas, 
in January 1925, as manager of the Eastern Texas Electric 
Company, which name was later changed to Gulf States 
Utilities Company, of which I was vice president, and was 
transferred to Richmond, Virginia, November, 1929, as 
president of Virginia Electric and Power Company, which 
position I have held continuously up to the present time, 
and as such I have general charge of the entire operations 
of that company. During all this time until 1937 I was 
employed by companies controlled or supervised by Stone 
& Webster, Inc: since 1937 Virginia Electric and Power 
Company has been under the exclusive control of Engineers 
Public Service Company. 

Mr. Moore: We would like to ask, Mr. Lester, whether 
you have any cross-examination in connection with the 
qualifications of Mr. Holtzclaw as an expert electrical en¬ 
gineer and utility operator, which we now desire him to 
be qualified to be? 

Mr. Lester: I have absolutely no questions. I gladly 
admit his qualifiations. 

• • * • # 

[R. p. 759] Q. (By Mr. Moore) Mr. Holtzclaw, do you know 
what amount is included in operating expenses applicable to 
the transportation department during the year 1940 rep¬ 
resenting the charge made against that department for 
electric energy delivered by the electric [R. p. 760] depart¬ 
ment for use in the operation of the cars and other facilities 
of the transportation department? A. This amount was 
$107,583.74. ' 

Q. How was this amount arrived at? A. This amount 
represents the transportation department’s pro rata share 
of operation and maintenance costs of all steam stations and 
hydro stations, plus its pro rata share of the operation and 
maintenance of the transmission system. This cost is 
arrived at by dividing total costs between the departments 






456 


J. G. Holtzclaw—Direct Examination (Cont.) 
Virginia Transportation (Cont’d) 

in direct proportion of the kwh used by each. In other 
words, in the year 1940, S79,045,631 kwh were generated in 
all of the company’s power stations, or purchased from 
outside sources. Of this amount, 34,162,978 kwh were 
delivered to the transportation department for the opera¬ 
tion of street cars and for miscellaneous uses. 33,018,430 
kwh were delivered by the electric department at various 
locations for use by the transportation department for 
street cars, the greater portion of which, namely, 28,913,530 
kwh was converted into direct current, either through 
motor generator sets or rotary converters. This conversion 
operation took place in twelve different locations in Rich¬ 
mond and Norfolk, but over eighty percent of it was deliv¬ 
ered to five stations, none of which is over two miles from 
the source of generation. Over four million kwh were 
generated on water wheels as direct current at the power 
plant in Richmond. [R. p. 761] According to our records 
27,927,045 kwh were actually consumed by the transporta¬ 
tion department in the year 1940, leaving a loss due to con¬ 
version and other causes of 6,235,933 kwh. The average 
cost of production, including operation and maintenance, 
plus the operation and maintenance of transportation 
facilities for the year 1940 was approximately 3.145 mills 
per kwh. This average cost applied to the railway con¬ 
sumption of 34,162,978 kwh produces the total cost of power 
for' 1940 for the transportation department, namely, 
$107,583.74, which amount was set up on the transportation 
department’s books in operating expenses. 

• • • • • 

[R. p. 762] Q. (By Mr. Moore) Did the average cost above 
mentioned include the entire cost to the company incurred 
in connection with the production and delivery of this 
energy to the transportation department? A. The cost 
above mentioned includes only operation and maintenance 
expense incurred in producing and transmitting energy, 
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and did not include any portion of charges such as taxes, 
insurance, depreciation or interest on the investment. 

Q. Why have these additional elements not been included 
heretofore in fixing the charges against the transportation 
department for electric energy delivered by the electric de¬ 
partment [R. p. 763] to the transportation department? 
A. This method conforms to the accepted accounting prac¬ 
tices for interdepartmental transactions under similar con¬ 
ditions— 

• • • • • 

[R. p. 763] The Witness: This method conforms to the 
accepted accounting practices for interdepartmental trans¬ 
actions under similar conditions in so far as I have had 
experience in such matters. 

Q. (By Mr. Moore) If consideration is given to the 
inclusion of taxes, insurance, depreciation and interest on 
the investment, then what would be the charge properly 
allocated against the transportation department for electric 
energy delivered by the electric department for the opera¬ 
tion of the street cars and other facilities of that depart¬ 
ment for the year 1940? A. In order to completely cover 
all elements of cost other than operation and maintenance 
incurred by the electric department in furnishing electric 
current for the transportation [R. p. 764] department, it 
will be necessary to establish a rate carrying a demand 
charge of $12 per kw per year to cover depreciation, taxes, 
insurance and interest on investment. To completely cover 
the cost incurred in production and transmission, operation 
and maintenance, we would add to the actual production cost 
at the switchboard, plus transmission cost, 10 percent to 
cover transmission and distribution losses, which, in my 
judgment, is ample, in view of the fact that over 12 percent 
of the railway energy is generated as direct current and 
metered directly on power station bus bars and 80 percent 
of the remainder at stations only a few miles from the power 
plants in Richmond and Norfolk respectively. The esti- 
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mated maximum coincidental demand of the transportation 
department for the year 1940 was 8,330 kw, which at $12 
per kw per year produces $99,960 to cover the above men¬ 
tioned fixed charges. The transportation department 
received from the electric department during the year 1940, 
34,162,97S kwh. The cost of production and transmission 
was approximately 3.145 mills per kwh in 1940. Adding 
10 percent to this to cover transmission and distribution 
losses, a cost of 3.46 mills per kwh is arrived at for the 
average cost of energy. Applying this average cost to the 
total consumption of the transportation department, 
namely, 34,162,978 kwh, produces an energy cost of $118,204, 
or a total cost to the transportation department, including 
demand charge, of $21S,164, or an average rate of 6.4 mills 
per kwh. This rate is based upon [R. p. 765] the trans¬ 
portation department’s bearing and paying for all losses 
from conversion and other sources. 

Q. Right there, Mr. Holtzclaw, may I ask you: does the 
company have other customers in its electric department 
which have a rate comparable to that rate? A. Yes—May 
I ask whether you mean alternating current customers or 
direct current customers? 

Q. Alternating current customers. A. The company 
has no customers with a rate made up exactly like that, 
but we have a rate, which I shall discuss further here, quite 
similar to it, the rate on which the Virginia Public Service 
is served at Newport News. 

Q. TFhat is the result ? A. The result is it produces about 
the same rate per kilowatt hour if it were applied to the 
transportation department. 

• • • • • 
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J. G. HOLTZCLAW 
Re-Direct Examination 

(By Mr. Moore) 

[R. p. 856] Q. Mr. Holtzclaw, so far as you know, has there 
been any occasion up to the time of preparing for the hear¬ 
ings in the present proceedings, to make a careful detailed 
analysis of such interdepartmental expenses as the charge 
for electric energy from the electric department to the 
transportation department or the charge for free trans¬ 
portation furnished by the transportation department to 
electric department employees and so forth? A. None 
whatever that I know of. 

Q. Reference was made by Commission counsel to the 
fact that in this Virginia State Commission opinion of 1921, 
the opinion was expressed there that there should be a dif¬ 
ferential included, in addition to production cost of energy, 
so as to cover depreciation, taxes and interest. What was 
the actual difference that the Commission suggested between 
the production cost of energy and the rate that they sug¬ 
gested? A. The rate they suggested was 11 mills. The 
production cost w~as 7.6 mills. The Commission, therefore, 
suggested that the company add 3.4 mills to the cost of pro¬ 
duction to cover all the elements of depreciation and interest 
on the money and so [R. p. 857] forth. 

Q. What is the amount of difference in the rate that you 
propose for the transportation department between the 
switchboard cost and the rate that you propose? A. The 
rate which I have proposed is 6.4 mills. The switchboard 
cost, including transmission, is 3.14 mills. The difference 
is 3.26 mills to take care of all elements of cost. 

Q. Were interest charges substantially higher in 1921 or 
lower than at the present time? A. I would say roughly 
they were double. 

Q. At that time? A. Yes. 



460 


J. G. Holtzclaiv — Re-Direct Examination (Cont.) 

Virginia Transportation (Cont’d) 

Q. Since you have been president of the Virginia 
Electric and Power Company, did you have occasion to 
negotiate with the State Commission in regard to the value 
of these off-setting items in the transportation department, 
such as joint use of poles, transportation passes and so 
forth with respect to the question of whether or not there 
should be actually put into effect on the books a charge to 
the 'transportation department in addition to the switch¬ 
board cost? A. I did. 

Q. Briefly what occurred in that connection? A. In 
193&, after the completion of the so-called Saville report, 
copy of which was referred to previously here, the question 
was 1 taken up with the Commission because of the fact the 
[R. p. 85S] Saville report alluded or referred to this opinion 
of the Commission of 1921 in which they suggested the com¬ 
pany charge 11 mills and stated that the company had never 
done it. Early in 1933, an informal hearing was held before 
the Commission on the subject of the Saville report as to 
the value of the property and the rate of return. The ques¬ 
tion came up as to whether the transportation department 
was being charged a proper amount for the energy. We 
discussed it informally before the Commission and told them 
we were charging switchboard costs plus transmission, that 
the transportation department was giving free transporta¬ 
tion to employees of all other departments, was giving the 
electric department free use of its poles and its rights-of- 
way and that it just looked as if, after we went into a lot 
of detail in trying to figure out all of the answers, we would 
come out with only a small amount of money involved, it 
would mean endless bookkeeping in the future and the Com¬ 
mission took no further action in attempting to force their 
thoughts on us. 

Q. There never was any order? A. There never was 
an order issued and the matter has not been mentioned by 
the Commission since. 

• • • • • 
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[R. p. 93S] C. B. TAYLOR 

called as a witness on behalf of Respondents, being first 
duly sworn, was examined and testified as follows: 

• • • • • 

Direct Examination 

• * * • • 

Q. (By Mr. Moore) "Will you please state your name 
and place of business? A. C. B. Taylor, 90 Broad Street, 
New York Citv. 

Q. You are a public accountant, are you not, Mr. Taylor? 
A. Yes, sir. 

Q. Will you please state in a general way your ex¬ 
perience ? A. I entered the employ of Lybrand, Ross Bros. 
& Montgomery in November, 1917 as a member of their 
staff and became a member of the firm in October, 1929 and 
have been in active practice as a member of the firm ever 
since that time. I am a member of the American Institute 
of Accounting and the State Societies of Certified Public 
Accountants in New York and Michigan. 

[R. p.939] Q. Was your firm requested by Virginia Electric 
and Power Company to review its income statement for the 
year 1940 for the purpose of segregating the net income 
shown thereon between the operating departments of the 
company? A. We were. 

Q. Has your firm made such a review? A. We have. 

Q. Have you prepared a report showing the result of 
such review? A. We have. 

• • • • • 

[R. p. 940] Q. Will you now describe briefly the results of 
your review which are indicated by your report? A. The 
report presents on page 4 a statement showing in the first 
column the same items which appear in the income state¬ 
ment for the year 1940 included in the company’s annual 
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report to its stockholders. The three succeeding columns 
show what I believe to be a fair allocation of such items to 
the electric, gas and transportation departments after 
giving effect to the adjustments shown in this statement. 
On the following page, a break-down of the transportation 
department income is made as between its railway and bus 
divisions. On the next page is shown an analysis of the 
interdepartmental adjustments which are summarized in 
the first and second statements. On the first two state¬ 
ments a sub-total is shown for “net operating revenues per 
books before depreciation.” The items beyond that point 
in the statements are not allocated to departments on the 
company's books, except that merchandise, jobbing sales 
and costs are segregated between the gas and electric de¬ 
partments. 

Q. You speak of interdepartmental adjustments which 
have been made by you, will you please explain what these 
[R. p. 941] consist of? A. I will deal with them in the 
order in which they are listed in the third statement in¬ 
cluded as page 6 of our report. 

Q. That is the last sheet, is it not? A. Yes, sir. 

Q. All right. A. The first item is “Reapportionment 
of Joint Expenses on Basis of Gross Operating Revenues 
of prior year.” 

• • * 4 • 

TR. p. 942] Q. Go ahead, Mr. Taylor. A. The reason for 
this adjustment is stated on pages 1 and 2 of our report as 
follows: 

'“The general apportionments used by the company are 
based upon either (a) departmental operating revenues, 
less operating expenses (exclusive of depreciation and 
taxes), or (b) departmental operating revenues. In either 
case the apportionment is determined by the figures of the 
preceding year. 
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“Notwithstanding our careful consideration we have 
been unable to find any substantial support for basis (a). 
Alternately, we believe that basis (b) has more widespread 
sanction and gives more complete recognition to all the 
factors which should properly be considered where a general 
basis of apportionment needs to be resorted to. Accord¬ 
ingly, in the accompanying statements we have made ad¬ 
justments which we feel to be equitable in the substitution 
of basis (b) for basis (a) where the latter has been used in 
the company’s accounting.” 

The next item is the “Reapportionment of the Com¬ 
pany’s Contributions to Employees’ Benefit Association” 
on the [R. p. 943] basis of membership represented in each 
department of the company. The company’s method of 
apportionment was on the basis of the net operating 
revenues (before taxes and depreciation) of each depart¬ 
ment. Apart from the question of whether net operating 
revenues or gross operating revenues furnish a more ac¬ 
curate measure of general apportionment, it is believed 
that the type of expense represented by the contribution 
of the company to its Employees ’ Benefit Association lends 
itself to a more specific means of allocation. For instance, 
all of the employees of the company are not members of 
the Association. At December 31,1940 the Association had 
a membership of 2,889, whereas the total company em¬ 
ployees numbered 3,807. Also revenues whether net or gross 
would not seem to be as satisfactory a test of the bene¬ 
fits received by each department from these payments as 
would the number of employees in each department who 
by their membership in the Association would be entitled 
to receive its benefits. Accordingly, we made a study of 
the company’s payroll records as at December 31, 1940 to 
determine the departmental status of the 2,889 members of 
the Association at that date. We found that the depart¬ 
mental status was as follows: 
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Electric Department 

1,476 

Gas Department 

125 

Transportation Department: 


Railway Division 

637 

Bus Division 

651 

Total 

2^889 


[R. p. 944] Expressing the figures in terms of percent¬ 
ages of the total number of employees, the electric depart¬ 
ment percentage would be 51 percent, the gas department 4 
percent, railway division 22 percent and bus division 23 
percent. These percentages were then applied to the total 
contribution of $69,155.S9 made by the company to the 
Association during the year 1940. The resulting allocation 
to tile electric department was $35,269.50, gas department 
$2,766.24, railway division $15,214.30, and bus division 
$15,905.85. In the previous adjustment changing the com¬ 
pany’s apportionment basis from net to gross revenues the 
contributions of the company to the Association were like¬ 
wise 1 reapportioned. The allocation of the amount of 
$69,155.89 thus reapportioned amounted to: 


Electric Department . $49,100.68 

Gas Department. 3,457.79 

Railway Division. 8,298.71 

Bus Division. 8,298.71 


The allocation as adjusted from a gross revenue to a 
membership basis resulted in decreasing the charge to the 
electric and gas departments by $13,831.18 and $691.55, re¬ 
spectively, and increasing the charge to the railway and 
bus divisions by $6,915.59 and $7,607.14, respectively. The 
next item of adjustment covers the electricity furnished by 
the electric department to the gas department and [R. p. 
945] the railway division. The adjusted charges have been 
computed by the company at rates which officials informed 
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us are believed to be more satisfactory than those hereto- 
fore used for book purposes. The effect of the adjustment 
is to increase the charge to the gas department by $5,812.97 
and to the railway division by $110,5S0.36, with a corre¬ 
sponding credit of $116,393.33 to the electric department. 
The next item is the charge to other departments for gas 
furnished by the gas department. Heretofore there has 
been no interdepartmental accounting for this service. We 
were furnished by the company with a memorandum show¬ 
ing the rate believed to be fair for the purposes of this 
adjustment and the computation of the charge. The adjust¬ 
ment resulted in a charge to the electric department of 
$5,197.20, to the railway division of $1S4.38, and to the bus 
division of $199.74, the off-setting credit to the gas depart¬ 
ment amounting to $5,581.32. The next adjustment covers 
free transportation furnished to employees. Employees 
receive free passes for use on the company’s transportation 
system. No accounting had been made for the value of such 
use by the electric and gas department employees of the 
company’s transportation facilities. In order to place a 
value upon these passes, it was necessary to ascertain the 
use made of them by employees. A canvass was therefore 
made of 3SS employees in Richmond and 308 [R. p. 946] 
in Norfolk in order to obtain a cross section of the 1,702 
employees engaged in whole or in part in the electric and 
gas departments. As a result of the canvass it was found 
that the average rides per week in Richmond were 14.23 and 
in Norfolk 15.7. The average amount received per revenue 
passenger was then determined for the two cities and was 
applied to 14 rides per week for Richmond and 15 rides per 
week for Norfolk, producing a value of $1,015 per week for 
the Richmond pass and $1.25 for the Norfolk pass. Similar 
calculations were made for employees in Petersburg and 
Portsmouth, the former on a 14 ride basis and the latter on 
a 15 ride basis. These weekly values were placed on an 
annual basis and multiplied by the number of allocated 
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electric and gas employees in eacli district, namely, Rich¬ 
mond SOT, Norfolk 6S6, Portsmouth 55 and Petersburg 77. 
In addition there were 31 electric employees holding inter- 
urban passes. These have been valued at $1,000 which would 
approximate two rides per week per employee on the lowest 
rate basis. The total value of passes as thus determined, 
represents a charge to the electric department of $83,610.49 
and to the gas department of $10,790.00, the corresponding 
credit being made to the railway and bus divisions in the 
amounts of $46,532.74 and $47,S67.75, respectively. The 
credit as between the railway and bus divisions has been 
determined by [R. p. 947] districts in accordance with the 
passenger revenues for the particular district. The next 
item relates to advertising in the company’s street cars and 
buses by departments other than the transportation depart¬ 
ment of the company. The company entered into an agree¬ 
ment dated October 1, 1940 with National Transitads, Inc., 
under which the latter was granted the exclusive advertising 
rights with respect to the company’s transportation facili¬ 
ties.! The terms of the contract were that Transitads was 
entitled to deduct as its commission 20 percent of the gross 
amount received from advertisers and the balance of 80 
percent was equally divided between Transitads and the 
company. Under this contract one advertising space 11" x 
28" was reserved in each vehicle for the company’s adver¬ 
tising of its own business. Also all exterior space in the 
transportation facilities was reserved by the company for 
its own use. IVe were informed that the company utilized 
its reserved space in all vehicles throughout the year solely 
in the promotion of its electric department business, and 
that any exterior space advertising was solely for the benefit 
of the company’s transportation department. We were 
also furnished with a copy of the advertising rate schedule. 
From this rate schedule we determined that the amount of 
revenue which would flow to the company from the use 
[R. p. 948] by an advertiser of the 11" x 28" space above 
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mentioned would be $1,144.37 in the Richmond Division and 
$930.96 in the Norfolk Division, or a total of $2,075.33, which 
represents the amount of the adjustment charged to the 
electric department. The alloction of the corresponding 
credit between the railway and bus divisions was deter¬ 
mined separately for Richmond and Norfolk on the basis 
cf the respective railway and bus passengers carried during 
the year 1940 in each of these two locations. The total credit 
to the railway division was thus $1,119.90 and to the bus 
division $955.43. The next class of items covers the joint 
use of facilities concerning which no interdepartmental 
accounting has heretofore been made by the company. The 
first item relates to the joint use of space in general office 
buildings and storerooms. The company owns office build¬ 
ings at Richmond, Norfolk and Petersburg, and the Rich¬ 
mond general storeroom and Norfolk ISth Street storeroom 
which come within this category. The joint use by each 
department of the company has been determined from build¬ 
ing plans by the measurement of the actual space occupied 
by each department. The rental values have been measured 
by amounts paid by outside tenants or by values furnished 
by real estate agents in the respective localities. "Where 
a particular room in an office building is used in [R. p. 949] 
joint operations, the allocation of the applicable rental value 
has been apportioned generally in accordance with the 
apportionment of the pay roll of the department using the 
space. From the rental values thus ascertained, have been 
deducted the building operating expenses covering the 
building services to which a tenant would be entitled, which 
have been applied on the same basis as that at which they 
were charged to the respective departments. The total 
net rental thus ascertained for the five buildings, represents 
a credit to the electric department of $19,633.00 and a cor¬ 
responding charge of $10,721.00 to the gas department and 
$3,691.00 and $5,221.00 to the railway and bus divisions, 
respectively. The next item relates to the jointly used 
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poles! and rights-of-way. The interdepartmental adjust¬ 
ments under this category arc based upon an inventory 
recently made by the company, in conjunction with Stone 
& Webster Engineering Corporation, of company poles. We 
were furnished with a statement by the engineers indicating 
that there were a total of 5,775 company poles jointly used 
by the electric and railway departments. Of this amount, 
3,244 were in the Norfolk district and 2,531 in the Rich¬ 
mond district. Included in the total were 1,701 poles which 
were [R. p. 950] situated on railway rights-of-way, 1,276 
of which are located in the Norfolk district and 425 in the 
Richmond district. As to these 1,701 poles, we have con¬ 
sidered their rental value to the railway department to be 
an offset to the rental value of the use of the rights-of-way 
to the electric department and have therefore reduced the 
numbr of jointly used poles accordingly. This left a total 
of 4,074 jointly used poles of which 1,968 were located in 
the Norfolk district and 2,106 in the Richmond district. 
It was then necessarv to determine which of the two de- 
partments had the predominant use of each pole in order 
that it might be decided in which department the pole 
should be carried. Tests were made by the engineers with the 
reshit that 3,608 poles were determined to be predominantly 
electric and 466 predominantly railway. The predominantly 
railway poles were then paired off against the same number 
of predominantly electric poles and the remainder of 3,142 
was used as a basis for a charge against the transportation 
department for their use. A rental rate of $1.25 per annum 
was used, which is the mutual rate under the company's 
agreement with the Chesapeake and Potomac Telephone 
Coihpany for joint usage. The rental on this basis, that is, 
3,142 poles at $1.25 amounted to $3,927.50. Tests were made 
by us of the pole records as to the number of jointly used 
poles and also as to their predominant use. [R. p. 951] The 
next item of adjustment covers the joint use of manholes. 
We w’ere furnished with a statement by a Stone & Webster 
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Engineering Corporation engineer showing that 1,574 man¬ 
holes were included in the company’s system of which 254 
were jointly used by the electric and railway departments 
and that according to the inventory 13 percent of the ducts 
entering the jointly used manholes were used wholly by the 
railway department. The engineers further estimated the 
investment in jointly used manholes to be $118,500. Ve 
also obtained from the tax records of the company the value 
at which the company’s manholes were assessed. Using 
these factors as a basis, we calculated the taxes, deprecia¬ 
tion and interest on investment relating to jointly used 
manholes. In as much as the railway ducts represented 
13 percent of the total ducts in the jointly used manholes, 
13 percent of the taxes, depreciation and interest was 
allocated to the railway department in the amount of $915.35. 
The last adjustment item covers the use of office furniture 
and equipment in jointly used buildings, namely, the general 
office buildings at Richmond, Norfolk, Petersburg and 
Portsmouth and the storerooms at Richmond and Norfolk. 
No interdepartmental accounting had previously been made 
for such use. AVe obtained the amounts of office furniture 
.and equipment [R. p. 952] at the various locations from 
the property records of the company, which in total 
amounted to $249,704.3S. With these amounts as a basis, 
we determined the applicable amounts of taxes, deprecia¬ 
tion and interest for each location, the distribution being 
made on a gross revenue basis for each location. The re¬ 
sulting credit to the electric department in which depart¬ 
ment the property is carried, amounted to $4,049.56 with 
charges to the gas department of $823.42 and the railway 
and bus divisions of $1,477.22 and $1,748.92, respectively. 
On the first two statements (pages 4 and 5 of our report) 
a reallocation of federal income and capital stock taxes is 
made between departments. This has been necessary 
because no part of these two taxes has been allocated to 
the transportation department on the company’s books. 
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We have allocated these taxes over all departments in pro¬ 
portion to the taxable net income which each department 
contributes to the total taxable net income of the company. 
We do not believe there can be any question as to the sound¬ 
ness of this method of allocation when applied to the federal 
income tax. As to the capital stock tax, it is true that the 
tax is based on the value declared by the company for its 
capital stock: but in making such a declaration it is com¬ 
monly recognized that the value is placed at the lowest 
amount which will avoid the imposition of any declared 
value excess profits tax. [R. p. 953] In my opinion, there¬ 
fore, the federal capital stock tax bears a very direct rela¬ 
tion to taxable net income, and should be placed upon the 
same apportionment basis as the federal income tax, namely, 
in proportion to the taxable net income of each department. 
In the reallocation of these taxes $64,554.98 and $23,688.63 
are assigned to railway and bus divisions, respectively, with 
credits of $6S,250.38 and $19,993.23 to the electric and gas 
departments, respectively. All of the other types of taxes 
are amenable to specific allocation to departments, and have 
beeh so treated in the company’s books. The “Other 
Income” classification, which actuallv is a net loss of 
$54,002.21 as reflected in the company's annual income state¬ 
ment, is not allocated by departments on the company’s 
books, except as to the results of merchandise and jobbing 
sales. Other items consist of interest revenues and mis¬ 
cellaneous income and deductions. Where practicable, 
specific allocation of each item to the department concerned 
has been made by us, but where the items are of a general 
nature allocation has been made to departments on the 
basis of gross revenues. Interest on long-term debt includes 
$112,875.05 on the company’s 3 percent notes payable to 
banks, due 1941 to 1946, and $1,312,500.00 on the company’s 
First and Refunding Mortgage Bonds, Series B, Zl/* 
percent, due 1968. The 3 percent notes [R. p. 954] were 
issued in connection with additions to the company’s 
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Twelfth Street power station, and the interest thereon is 
wholly assignable to the electric department. The bond 
interest has been apportioned between the electric and gas 
departments and the bus division of the transportation 
department in proportion to their book amounts of utility 
plant after the deduction from electric utility plant to the 
amount of the 3 percent notes. No part of the bond inter¬ 
est has been assigned to the railway division of the trans¬ 
portation department because we were informed that at the 
time the bond issue was negotiated the railway property 
was not regarded, either by the company or the underwrit¬ 
ing group which made the offering, as having any value as 
security under the mortgage beyond its possible sale or 
junk value. Under the terms of the indenture of mortgage 
additional railway property is expressly excluded from ad¬ 
ditional property against which bonds may be issued (Ar¬ 
ticle 2.09(c)); and railway property deemed by the company 
to be unprofitable may be abandoned without the consent of 
the Trustee (Article 5.01 and 5.02). Other interest con¬ 
sists principally of interest on consumers’ deposits, the 
Norfolk District portion of which being allocated between 
the electric and gas departments according to the residential 
electric and gas revenues in that district. [R. p. 955] 
Amortization of discount and expense has been apportioned 
in the same manner as the bond interest. 

Mr. Moore: Now, if it please the Examiner, we offer 
Mr. Taylor’s report as Engineers’ Exhibit No. 63. 

Mr. Lester: No objection. 

The Examiner: The report is now admitted under the 
number mentioned. 

(Engineers’ Exhibit No. 63 was received in evidence.) 

Q. (By Mr. Moore) Mr. Taylor, are the adjustments 
which you have now made in your report and which you 
have explained in your testimony thus far in the case all 
adjustments which, in your considered judgment, should be 
made for the purpose of fairly and accurately segregating 
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the net income of the company of the total amount of 
$4,12S,593.29 for the year 1940 as between the several 
operating departments charging each departmental ex¬ 
penses which are fairly attributable to that department? 
A. They are. 

Q. Directing your attention for just a moment to the 
results of vour studv and analysis regarding the trails- 

» v » C C 

portation department, will you look at the first schedule, 
page 4, entitled “Virginia Electric & Power Company, 
Departmental Income Statement for the Year Ended De¬ 
cember 31, 1940,” and state [R. p. 956] what is the total 
net operating revenue, according to the books, after making 
all jbroper adjustments before depreciation? Well, first 
state what is the net operating revenue as per the books 
before depreciation? A. For each department? 

Q. Xo, for the transportation department. A. 
$1,145,360.74. 

Q. Xow, that was before any adjustments had been 
made but simply as the figures appear on the books? A. 
That is so. 

Q. Xow, what is then allowed for the depreciation 
applicable to the transportation department? A. $S20,690. 

Q. Xow, how is that amount determined, $820,690? A. 
That figure was determined on the basis of using the rate 
of 6Yz percent for railway property, 3 percent of bus 
property, depreciable bus property other than buses, and 
$1.S6 per bus-mile traveled for buses. 

Q. How did those amounts compare with the amounts 
which the company used for the year 1940? A. They were 
the same amounts. 

Q. Xow, yrhat was the total amount of adjustments that 
you have made applicable to the transportation depart¬ 
ment, I mean before interest? Have you got it that way 
in the [R. p. 957] book conveniently? A. I will have to 
add up these four figures. The total amount of the adjust¬ 
ment to the transportation department was $210,065.46. 
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Q. Up or down? A. They were increased. 

Q. That is expenses were increased by that amount? 
A. That is right. 

Q. Now, does that amount include the amounts which 
you have charged to the transportation department on 
account of interest and amortization? A. No, it does not. 

Q. AVhat is the total that you have now charged for 
interest and amortization applicable to the transportation 
department? A. $72,488.36. 

Q. After making the deduction for depreciation of 
$S20,690 and after further deducting the adjustments up¬ 
wards in expenses to which you have referred applicable 
to the transportation department of two hundred what? 
A. $210,065.46. 

Q. And after still further deducting the sum of 
$72,4S8.36 applicable to the transportation department 
representing interest and amortization, and after also 
making the adjustment in connection with other income of 
$1,897.55 which [R. p. 958] you deducted from the trans¬ 
portation department, there is yet left a net balance in 
connection with transportation department operations of 
what amount? A. $40,219.37. 

Q. Now, -what would the amount be resulting from 
transportation department operations for the year 1940 
after making all adjustments that you have made, but 
before depreciation? A. The net income of the trans¬ 
portation department as adjusted before depreciation 
w’ould have been $860,909.37. 

• • • • • 


J. G. HOLTZCLAW 
Further Direct Examination 

[R. p. 1058] Q. (By Mr. Moore) Mr. Holtzclaw, have you 
made a study of the cash requirements of the railway depart¬ 
ment of the company for replacements of property or other 
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capital expenditures of this department during the next 
fifteen years, that is until the expiration of the Company’s 
Richfnond street railway franchise in 1956 and, if so, will 
you please present this information at this time ? A. I have 
had a study made of the probable cash requirements of the 
railway department of the company for additions to and 
replacements of property or other capital expenditures 
during the next 15 years and it is my judgment, based on 
this study, that these requirements will not exceed $750,000 
for the 15 years, or an average of $50,000 a year for normal 
capital requirements, plus $1,000,000 to cover the cost of 
removal of tracks and replacement of street paving in 
Richmond and [R. p. 1059] Norfolk at the end of the 15-vear 
period, or from time to time as buses may be substituted 
for street cars, a total of $1,750,000. 

Q. That figure of $750,000 for construction requirements 
for the next 15 years compares with the figure of $1,032,722 
that you just referred to for the last ten years, does it? A. 
Not necessarily. There were some items in the last ten 
years of construction as the result of paving that might 
well be considered as coming into the other million dollars. 

Q. All right. Will you go ahead? A. During the five 
years, ’36 to ’40, inclusive, gross additions to the railway 
department’s plant and property have amounted to $585,225, 
an average of over $117,000 a year. Of this amount, how¬ 
ever, $300,283 cover expenditures within the past four years 
for the purchase price plus reconditioning expense up to 
December 31, 1940 of S7 modern light-weight, double truck 
streetcars representing over 30 percent of the railway 
rolling stock. Twenty of these cars were purchased in ’38, 
thirty-three in ’39 and thirty-four in 1940. Reconditioning 
work has not, in some cases, been completed in the year the 
cars were purchased. Fourteen of the S7 are not yet in 
service. Also included in these five years are two contribu¬ 
tions, totaling $48,525, to the construction [R. p. 1060] of 
concrete bridges in the city of Norfolk over which street rail- 
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way cars operate. Gross additions to plant and property 
other than these items, representing this street car equip¬ 
ment and the bridges during the five-year period, total only 
$236,417, which is an average of slightly over $47,000 per 
year for additions other than street cars and this equipment, 
plus the bridges. Equipment fleets in both Richmond and 
Norfolk are now in good condition, ample in number for the 
service and with normal maintenance expenditures will 
operate for the next 15 years and beyond, if necessary. 

Q. Now just a moment there, where you refer to equip¬ 
ment fleets, what do you mean? A. I mean the company 
electric railway rolling stock. 

Q. You mean the street cars? A. Street cars and equip¬ 
ment, electrical equipment? 

Q. Proceed. A. Street car and bus traffic in Norfolk 
and Portsmouth due to the large increase in population 
brought about by the national defense program is heavy 
but we have, through the purchase of additional street car 
and bus equipment, provided for even heavier traffic than 
now exists. Unless the two cities in which we operate rail¬ 
way systems experience much larger than normal growth in 
population than has been experienced in the past 20 years, 
there will be no [R. p. 1061] need for additional street cars. 
It may be possible, however, that it will be advisable during 
this period to retire 20 single truck cars by replacing them 
with light-weight, double truck cars which can be purchased 
second-hand and rebuilt at a cost of $80,000, and this amount 
has been included in my estimate covering the capital ex¬ 
penditure on equipment for the coming 15 years. In addi¬ 
tion to this item for equipment, we estimate an additional 
amount of $70,000 will be needed for miscellaneous equip¬ 
ment, making a total of $150,000 for equipment for the 
15-year period. Traction and roadway in both cities, with 
minor exceptions, are in excellent condition and very few 
major items of construction will be necessary during the 
coming 15 years according to my information and best judg- 
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menti It is certain that no additions will be made to tracks 
to serve new territory. Such additional service, as would 
become necessary, will be provided with buses. Tracks in 
Ricliinond average about 21 years of age at this time. The 
greater portion of them are on concrete foundations in pave¬ 
ment and are in such condition as to deliver satisfactory 
service with normal maintenance beyond the period under 
consideration. In Norfolk the tracks average 23 years of 
age and, as is the case in Richmond, a great portion of them 
are on concrete [R. p. 1062] foundations in paved streets. 
In Norfolk, however, a substantial portion of the tracks, 
consisting of three long double track lines, one serving a 
naval operating base and two serving Ocean View, are of 
heavy rail construction on private rights-of-way. These 
tracks will last without expensive reconstruction for more 
than 15 years. The street paving requirements in both cities 
may require some capital expenditure for track reconstruc¬ 
tion and paving costs, but paving programs of a substantial 
nature on any line will most likely bring about substitution 
from rail to bus service and the avoidance of the heavy capi¬ 
tal expenditure by the railway department for paving. At 
the present time, as far as we know, there is no plan in 
view for substantial paving programs in either city. Car 
bariis, shops and storage facilities in both Richmond and 
Norfolk are in excellent physical condition, entirely suitable 
for their requirements for the next 15 years, and are, in my 
judgment, good for more years of service with normal main¬ 
tenance expenditures. These buildings and facilities are 
suitable for transfer to the bus department, when and as 
rail operation is abandoned, and are equally suitable, with 
modification at small expense, whether the rail operation is 
abandoned in piecemeal or in one job at the expiration of 
15 years. No capital expenditure of consequence will be 
required in these facilities. [R. p. 1063] Considering all 
of these facts, it is my judgment that the requirements for 
gro^s additions to way and structures accounts during the 
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next 15 years will not exceed $600,000, an average of $40,000 
a year against an average of about $50,000 a year for tbe 
past five years. The transportation department will, there¬ 
fore, be called upon to furnish new capital for the railway 
department of $1,750,000 to cover necessary reconstruction 
and replacement of plant and property during the 15-year 
period and to cover the cost of removal of tracks and 
replacement of pavement in both cities at the expiration of 
the company’s Richmond street railway franchise in 1956. 

Q. Now, in connection with that question, will you please 
state Mr. Holtzclaw, whether or not the conclusions which 
you have therein expressed represent only your own views 
or has thorough consideration of that problem been given 
by your staff, particularly in the transportation depart¬ 
ment? A. The problem has been given considerable con¬ 
sideration by the transportation department executives 
and engineers and by myself and the conclusion which we 
have arrived at represents the considered best judgment 
of all of us. 

Q. Mr. Holtzclaw, will you kindly state whether or not, 
in your judgment, in the light of the company’s prospective 
business, may the gross and net operating revenues of the 
transportation department for the year 1940 be fairly re¬ 
garded [R. p. 1064] as a reasonable level for such gross 
and net operating revenue in the future? A. Before directly 
answering this question, I should like to describe the situa¬ 
tion existing in the territory served by the transportation 
department, since the conclusions which I shall state are 
based on the business conditions existing at this time and 
on the belief that these conditions will be normal for several 
years to come. The Norfolk Navy Yard located in Ports¬ 
mouth, Virginia, is one of the largest navy yards in the 
country and is engaged in a shipbuilding program of great 
magnitude. Employment in the yard has increased within 
the past year from a normal personnel of around 9,000, to 
nearly 20,000, which we are informed will be further in- 
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creased to about 25,000 when new shipways and docks are 
completed and the construction program is well under way. 
This means that the population of Portsmouth may be ex¬ 
pected to double. The naval operating base at Norfolk 
has been greatly expanded as to its facilities and personnel 
and the Norfolk naval air station is under construction by 
the Navy at the expense of many millions of dollars. Mr. 
Anderson, city attorney of Norfolk, has already stated 
in these proceedings that the population of Norfolk has 
been increased by 60,000 people within recent months. 
[R. p. 1065] This is an increase of over 40 percent in Nor¬ 
folk population. If the announced plans, of the United 
States Government are carried out and the construction of 
a so-called two-ocean navy becomes a reality, activities in 
and around Norfolk and Portsmouth will continue at the 
present level or higher for many years, since Norfolk is 
headquarters of the Fifth Naval District and, according to 
published reports, will be headquarters of the Atlantic 
fleet. This alone would mean a further increase in the stable 
population of Norfolk and Portsmouth of many thousands 
of people and an intermittent increase of many more thou¬ 
sands as naval vessels call at the base port. Based upon 
these facts, it is quite probable that the 1940 level of trans¬ 
portation department’s gross and net revenues will be 
exceeded by the average of the next 15 years. 

Q. Right there, in that connection, were you present 
when the evidence was presented to Mr. T. Norman Jones, 
Jr., as to the operations of the railway in the transportation 
department of the company for the first three months of 
the year 1941? A. I was present and I will touch on that 
subject a little later in answering your question. 

Q. All right, proceed. 

• • • • • 

[R. p. 1066] The Witness: According to Engineers’ Ex¬ 
hibit No. 6, introduced by Mr. Mitchell, 1940 gross operating 
revenues of the transportation department were $5,027,426, 
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an increase of nearly $400,000 over 1939. Net operating 
revenues for 1940 were $1,552,329, an increase of over 
$230,000 over 1939. The average of gross operating rev¬ 
enues for the past five years, 1936 to 1940, inclusive, as 
calculated from this same exhibit, has been $4,559,510 and 
the average for the past 15 years has been $4,901,227. 
The average of net operating revenues for the past five 
years was $1,394,067 and for the past 15 years $1,614,964. 
Indications of what is to be expected from transportation 
revenue is shown from the figures taken from the com¬ 
pany’s operating budget for 1941, Exhibit 41, which esti¬ 
mates gross operating revenues for the transportation 
department for 1941 at $5,600,000 and net operating rev¬ 
enues at $1,S45,000. Actual results for the first three 
months of 1941 have exceeded the estimated results for 
the three months in case of both gross operating revenues 
and net operating revenues. Present indications are that 
gross operating revenues for 1941 will exceed $5,750,000 
and that net operating revenues will exceed $1,900,000. 
The trend in transportation revenues has been definitely 
up since 1933 and is even more sharply in ’40 and in ’41. 
Regardless of what happens in Europe, it is quite evident 
[R. p. 1067] that the present level of activities in this area 
will continue for many years to come and, based upon 
this view which I hold, I state that it is my considered 
judgment that the gross and net operating revenues for 
the year ’40 may be fairly regarded as a reasonable level 
for estimating gross and net operating revenues for the 
coming 15 years. 

Q. (By Mr. Moore) Mr. Holtzclaw, are there any items 
of expense borne by or chargeable to the transportation 
department of the company, assuming now for this purpose 
that the method of allocating interdepartmental expenses, 
joint use facilities, and so forth for the year 1940, as shown 
on Mr. Taylor’s Engineer’s Exhibit 63, is proper, which 
would have to be absorbed by the electric and other depart- 
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ments if the company were required to divest itself of 
its transportation business; and if so, will you please 
present the facts on this point at this time? A. There 
are many items of expense now borne jointly by the several 
departments of the company’s operations, electric, gas, and 
transportation, which would have to be absorbed by the 
electric and gas departments if the company is required 
to divest itself of its transportation business. In reply to 
your question, I shall concern myself principally with those 
items which are taken from Mr. Taylor’s exhibit and upon 
which he has testified in these proceedings. We have made 
a careful examination of Mr. Taylor’s report [R. p. 1068] 
and of the items referred to therein which are now jointly 
borne by the several departments of the company, and I 
have satisfied myself as to certain of these expenses which 
would have to be borne by the other two departments if 
the transportation department is disposed of. If trans¬ 
portation is disposed of, the other departments will have 
to absorb the following expenses: 

Compensation to employees in lieu of free 


passes. $105,625 

Executive and office pay roll. 66,133 

Pensions . 39,370 

Joint use of facilities. 16,981 

Miscellaneous expenses. 15,843 

Total. $243,952 


An explanation of those items is as follows: Compen¬ 
sation to employees in lieu of free passes. Free passes 
are now given to all employees of the electric and gas 
departments, which passes give these employees the right 
to unlimited transportation on the company’s street cars 
and buses in Richmond, Norfolk, Portsmouth and Peters¬ 
burg. There are 1,625 employees in the electric and gas 
departments, according to Mr. Taylor’s report, and it will 
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be necessary, in my opinion, to increase the compensation 
of each of these 1,625 employees by the amount of $65.00 
per year, the equivalent of $1.25 per week per employee. 

Q. That is, it is that number that enjoys the use of 
[R. p. 1069] the transportation pass? A. In the cities 
where we operate transportation. 

Q. By the way, in that connection, will you just make 
a brief explanation right there about the matter that was 
discussed at cross-examination so much yesterday after¬ 
noon as to the extent to which those passes are given? 
Does the man that works for the company in Fredericks¬ 
burg, Virginia, or these other districts outside of the cities 
of Richmond, Norfolk, Petersburg get a pass? A. He does 
not. 

Q. All right, just proceed then with your story. A. The 
total cost of this additional compensation to the electric 
and gas department employees is $105,625. This figure 
does not agree with the figure used in Mr. Taylor’s report, 
for the reason that Mr. Taylor treated the free pass mat¬ 
ter as if it were an interdepartmental book transaction. 
I have treated it as an out-of-pocket expense, which the 
electric and gas departments will have to assume to fully 
compensate their employees for the loss of the pass privi¬ 
lege in case of sale of the transportation business to 
another corporation. Executive and General Office Pay 
Roll: A careful study has been made of the allocated pay 
roll for the year 1940 in order to determine which, if any, 
of the employees in the several departments could be dis¬ 
pensed with in the event the [R. p. 1070] transportation 
department is disposed of. There are 16 executives on the 
executive pay roll, none of whom could be dispensed with. 
The portion of their salaries now allocated to the transpor¬ 
tation department in Mr. Taylor’s report is $30,661. It 
would be necessary for the other two departments to absorb 
this entire pay roll. On the pay roll covering junior execu¬ 
tives, supervisors and general office clerks, there are 121 
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employees whose total annual salary in 1940 was $158,997. 
Of this amount, $3S,3S1 has been allocated in Mr. Taylor’s 
report to the transportation department. We estimate that 
if the transportation department is disposed of, this pay 
roll could be reduced by $16,400, representing the salaries 
of 14 general office clerks. This leaves $21,9S1 to be 
absorbed by the electric and gas departments. On the pay 
roll covering janitors, maids and building employees, there 
are 51 employees with total compensation in 1940 of $32,473, 
of which, according to Mr. Taylor’s report, $7,159 is allo¬ 
cated to the transportation department. It will not be 
possible to eliminate any of these employees in case of dis¬ 
posal of the transportation department, which leaves 
$7,159 to be absorbed by the electric and gas departments. 
On the miscellaneous pay roll which we shall call special 
apportionment roll, there are 45 employees whose compen¬ 
sation in 1940 amounted to $68,993. This pay roll is not 
allocated [R. p. 1071] on the basis of gross or net or any 
other arbitrary method but on a definite allocation depend¬ 
ing upon the actual amount of time spent in the various 
departmental activities in each individual case. The pro¬ 
portion of this pay roll allocated by Mr. Taylor to the 
transportation department was $7,532. It is estimated that 
onK’ the equivalent of one full-time employee can be elimi¬ 
nated in case of disposal of the transportation department, 
leaving $6,332 to be absorbed by the other departments. 
Pensions: For many years the company has had in effect 
a pension program involving the payment of varying 
amounts to pensioned employees, which amounts depended 
on length of service and compensation at the time of retire¬ 
ment. During the year 1940, the pension roll of the com¬ 
pany amounted to $60,560. Pension payments are direct 
charges to each department to the extent of over 99 per¬ 
cent of the total. If the transportation department were 
disposed of, it would be necessary for the other depart¬ 
ments to absorb the pension roll of the transportation 
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department employees, which amounted in 1940 to $39,370. 
Joint Use of Facilities: In Mr. Tavlor’s testimony, he has 
discussed at great length the item of joint use of facilities, 
on which there has been no departmental allocation in Vir¬ 
ginia Electric and Power Company in the past. On the 
basis of his report there is an amount of $16,981 charged 
to the [R. p. 1072] transportation department covering these 
items which would have to be absorbed by the electric and 
gas departments in the event of disposal of the transpor¬ 


tation department. These items are: 

General office building and storeroom. $ 8,912.00 

Jointly used poles and rights-of-way. 3,927.50 

Jointly used manholes. 915.35 

General office and storeroom furniture and 
equipment. 3,226.14 


$16,980.99 

Miscellaneous Expenses: In the figures which Mr. 
Taylor used, there is an item of $79,613.23, representing 
miscellaneous expenses composed of, principally, dona¬ 
tions, transfer fees, trustee fees, Vepcovian magazine ex¬ 
pense, telephone expense, dues and subscriptions. There 
has been allocated to the transportation department $17,596 
as its portion of these principal items of miscellaneous ex¬ 
penses. In our opinion, all of these miscellaneous expenses 
would be continued and absorbed by the other two depart¬ 
ments, with the exception of a reduction in telephone ex¬ 
penses of approximately $1,752 for transportation depart¬ 
ment telephones, leaving a total to be absorbed by the elec¬ 
tric and gas departments of $15,843. 

The sum of these five classifications is $243,952. It is, 
therefore, in my judgment, a conservative statement of 
facts that approximately $244,000 in additional expense 
now properly borne by the transportation department 
would have to be absorbed [R. p. 1073] by the electric and 
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gas departments if the company is required to divest itself 
of the transportation department. Undoubtedly, there are 
other miscellaneous expenses which would come to light on 
a complete detailed audit of the company’s operating ex¬ 
penses. 

Q. Mr. Holtzclaw, assuming, as appears from the evi¬ 
dence in this proceeding, that the street railway franchises 
of the company covering its operations in the cities of 
Richmond and Norfolk expire in Richmond in 1956 and the 
principal franchise in Norfolk in 1944, and that the fran¬ 
chises are not assignable by the company without the con¬ 
sent of each city affected, and further assuming that the 
company’s motor bus operations in the cities of Richmond, 
Norfolk, Portsmouth and Petersburg are in each instance 
conducted under general ordinances, not in the form of 
contracts, which are terminable at -any time at the pleasure 
of the city, in the light of your experience in the operation 
of these properties and your dealings with the city authori¬ 
ties in each of these cities, what is your considered judg¬ 
ment as to the conditions which would have to be met by 
the Company or any purchaser from the company in order 

to obtain the consent of any of these municipalities to trans- 

■ • 

fer the company’s transportation business to some inde¬ 
pendent company? 

• • • • • 

[R. p. 1074] A. I have had one definite experience in the 
past few years, wherein I have witnessed the reaction of 
city officials to a proposal to dispose of our company’s 
transportation system to another concern. The City of 
Petersburg, Virginia, and the proposed purchaser of our 
system was a local company which operated the interurban 
line between Petersburg and Hopewell. Our small Peters¬ 
burg system was not prosperous and it seemed to us and 
to the local interurban company that a transfer of our prop¬ 
erty to the local company might make it possible for the 
combination to produce better operating results. The mat- 
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ter was taken up with the Mayor of Petersburg and the 
City Council at a meeting called for that purpose and the 
proposal for the transfer laid before them. After hearing 
the presentation of the case from our company and the pro¬ 
posed purchaser, the Mayor and the City Council stated to 
us in a posi [R. p. 1075] tive manner that the Council would 
not agree to our company’s transferring its transportation 
system in Petersburg to another company. No formal reply 
was given our company outlining the reasons for the Coun¬ 
cil’s action, but comments by the Mayor and members of 
the Council indicated clearly to us that the Council felt it to 
be in the interest of the city and the people to have the 
transportation system in the same hands as the electric 
system, and that the city was in a much better position to 
demand and enforce good service if the system operated 
under such conditions than if the transportation system 
were operated by a separate corporation. It is my opinion 
that a similar reaction would occur if a similar proposal 
were made to any of the other three cities. It is reasonable 
to expect that any purchaser of the company’s transporta¬ 
tion system would be required to meet service requirements 
similar to those now required of our company—that dis¬ 
continuance of unprofitable lines would not be permitted 
simply because they were of themselves unprofitable. The 
resolution of the City Council of Norfolk is an indication 
of the view of the cities on this matter and our discussion 
of the matter with officials of other cities indicates a similar 
feeling. 

• • • • • 

J. G. HOLTZCLAW 

Cross Examination 

• • • • * 

[R. p. 1172] Q. (By Mr. Fischgrund) Would you indicate 
what the amount was for the paving and the amount during 
the past five years that was for replacement of property ? A. 
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Suppose I give you first the total way and structure account 
for the past five years. 1936, $80,736.41. 1937, $17,S35.99. 
1938, $13,204.16. * 1939, $89,SS2.32. 1940, $54,497.21. Now 
the item of paving in each of those years, that is account 
No. 511, paving. 1936, $509.74. 1*937, $6,163.20. 193S, 

$4,769.57. 1939, $24,444.9S. 1940, $4,980.66. Now it is im¬ 
possible for me to state whether these items cover new pav¬ 
ing or whether they cover the replacement of old paving. 
I am quite sure there are some of both in them. 

Q. Did you base your estimate as to the amount that 
would be required for replacement of equipment, the amount 
required for [R. p. 1173] removal of tracks and replacement 
of street paving in the next fifteen years upon the amount 
of the replacements in paving required during the past five 
years? A. I estimated, had an engineering survey made, 
rather, of the total cost of removing all tracks in both Rich¬ 
mond and Norfolk and replacing the street and the pave¬ 
ment in accordance with the plans approved by the Depart¬ 
ment of Public Works of each city. That is estimated to be 
$96S,000 and I have called it a round million. As to equip¬ 
ment, I stated definitely in my answer that having bought 
S7 new cars in the past three or four years, it would not, in 
my opinion, be necessary to further increase the rolling stock 
of the Railway Department. Therefore, I allowed $80,000 
for 20 cars to replace 20 light weight single rock cars. I 
allowed $70,000 over the next fifteen years for miscellaneous 
equipment which is primarily automobiles and trucks for 
the Railway Department, practically nothing else in that 
account. Some furniture and office equipment. As to track 
and wavs and structures account, I allowed $600,000, which 
is $50,000 a year, which is $3,000 a year more than its aver¬ 
age for the past five years. Taking out contribution made 
to the construction of new concrete bridge over the Lafay¬ 
ette River in Norfolk, and taking out some other item which 
I don’t recall right now, gave us an average of $47,000 a 
[R. p. 1174] year for the past five years. Now it is my best 
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judgment that $50,000 a year for the same group of accounts 
for the next fifteen years is ample in view of the fact that 
from year to year a certain section of the Railway will be 
abandoned, buses will be substituted, and we judge that 
$50,000 a year is more than ample to cover the ways and 
structures account. 

Q. You contemplate that the change from railway to bus 
will be gradual over the next fifteen years? A. I do. We 
have no changes in contemplation right at the present time, 
but I imagine that in the next fifteen years several of the 
feeder type railway lines will be abandoned and buses sub¬ 
stituted, whenever a large capital expenditure seems ahead 
of us for either new paving or paving replacements. 

• * • * t 

[R. p. 1181] Q. Then why doesn’t the Company change 
from railway to bus? A. The Company is in the electric 
business. The electric business and rail business are natu¬ 
rally correlated—a natural joint operation. 

Q. I believe then you testified that if the cost of elec¬ 
tric energy supplied to the Railway Department were 
charged to the Transportation Department, the amount 
that was charged to that department should be increased 
by $110,580, did you not? A. I think that is about the 
figure, yes. 

Q. So that because you have electric operations and 
transportation operations, the Electric Department was 
standing $110,000 of the cost of energy supplied to the 
Transportation Department? A. That is right. On Mr. 
Taylor’s basis of allocation that is true. 

Q. That was on your basis of allocation of electric 
energy, was it not? A. That is right. 

Q. Not Mr. Taylor’s? A. On the rate which I gave him, 
yes, and he allocated it. That is correct. 

Q. You computed the rate and the amount, didn’t you? 
A. That is right. 
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Q. Mr. Taylor didn’t compute anything on that, did he? 
[R. p. 1182] A. No. 

Q. If you believe that no one who purchased the Trans¬ 
portation Department would continue the railway opera¬ 
tions, then why did you testify on May 7 that if the Com¬ 
pany sold its Transportation Department, it would expect 
to receive, I believe, $110,580 more than the amount charged 
on the books of the Company for electric energy supplied 
to the Transportation Department? A. I beg your pardon. 
That i was an interdepartmental transaction between two 
departments of Virginia Electric & Power Company. 

Q. Upon what do you base your opinion that no one 
would continue to operate the Railway properties if they 
purchased the Transportation Department? A. That has 
been the history of railway departments as far as I know, 
up to the present time, and my judgment is that they would 
not consider street railway. 

Q. Because it is more economical to operate the buses ? 
A. No, not necessarily. It is possibly more economical for 
an independent outside corporation to operate it, but as a 
correlated operation with electric, it is just as economical 
to operate a street railway. 

Q. It is correlated, Mr. Holtzclaw, in that the Electric 
Department is able to withstand $110,000 of the expenses 
for the sale of energy to the Transportation Department? 
[R. p. 11S3] A. No. Correlated means joint operation of 
the two with the use of the same facilities and personnel. 
It has no reference to how these accounts may have been 
charged on the books in the past. 

Q. But if an independent company could operate the 
Transportation Department with no more expenses for 
personnel and facilities than allocated to the Transportation 
Department in Mr. Taylor’s report, then is it your opinion 
that they would abandon the railway property because they 
wouldn’t be able to withstand the $110,000 in increased 
charges for the use of electricity, which the Company would 
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have to make, in order to cover the cost of electricity sup¬ 
plied to that Transportation Department? A. No, that 
isn’t the reason. It is just my opinion that they would dis¬ 
continue the rail operation and change over to bus. 

* • * • • 

[R. p. 12711 Q. (By Mr. Fischgrund) Now referring to the 
item of pensions, as to which you testified that the amount 
paid by the company in pensions during 1940 was $60,560, 
of which $39,370 consisted of pensions to transportation 
employees, do you recall, Mr. Holtzclaw? A. I think that 
that is the correct figure, yes, sir. 

Q. And pensions are charged directly to each depart¬ 
ment, is that correct? A. To the extent of over 99 per cent 
of their total. 

Q. Depending on whether or not the pension is paid to a 
transportation employee or to an electric employee? A. 
That is correct, or a gas employee. 

Q. Why couldn’t the pension obligation to the trans¬ 
portation employees follow the transportation department 
if it [R. p. 1272] were disposed of? A. In the first place, 
the man that earned the pension was working for the 
Virginia Electric and Power Company, and I don’t believe 
we could sell that to the purchaser, it would be nice if we 
could. 

Q. In the case of transportation department employees, 
they earned their pensions working for the transportation 
department of the Virginia Electric and Power Company, 
then? A. No, working for the Virginia Electric and Power 
Company, and not for the transportation department. 

Q. And his pension is allocated to the transportation 
department? A. Yes, sir. 

Q. And that employee earned his pension while he was 
working in the transportation department of the Virginia 
Electric and Power Company? A. That is true, and the 
Virginia Electric and Power Company will assume it. 
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Q. Is there still any reason, Mr. Holtzclaw, why the 
amount of pensions paid to employees who earned their 
pensions working for the transportation department, could 
not carry on as an obligation of the transportation depart¬ 
ment upon its being sold? A. A very excellent reason. 

Q. What is that ? [R. p. 1273] A. He earned his pension 
working for the Virginia Electric and Power Company, 
and the Virginia Electric and Power Company would expect 
to continue his pension. 

Q. You mean that it is the policy of the company to 
carry on the pensions, but not that it couldn’t be made an 
obligation of the purchaser upon the sale; is that your 
statement? A. In the first place, the purchaser wouldn’t 
assume it, in my judgment; and in the second place, I think 
it is an obligation of the Virginia Electric and Power Com¬ 
pany. 

Q. If the purchaser didn’t assume it, then that would be 
a decrease in the amount of the transportation department’s 
expenses by $39,370, would it not? 

The Witness: Repeat the question, please. 

(The question is read.) 

The Witness: If the purchaser didn’t assume it, it 
would be an increase in the expenses of the other two de¬ 
partments, of $39,370. 

Q. (By Mr. Fischgrund) And the amount of $39,370, 
which is shown on the books of the company as a trans¬ 
portation department expense for pensions, would be wiped 
out of the income statement of the purchaser, when he 
lookbd at that income statement in purchasing it, would it 
not? A. I don’t understand that, either. Read it, please. 

(The question is read.) 

[R. p. 1274] Q. (By Mr. Fischgrund) Well, this $39,370 
would be an increase in the expenses of the electric and gas 
departments, and it would necessarily also be a decrease in 
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expenses of the transportation department? A. In case the 
transportation were sold, yes. 

Q. So that when the purchaser considered the pur¬ 
chase of the transportation department he would not con¬ 
sider that there would be a $39,370 expense for pensions? 
A. I don’t think he would. 

Q. Well, he necessarily would not? A. He necessarily 
would not. 

Q. And because he would not, it would enable the com¬ 
pany to perhaps get a better price on the sale of the trans¬ 
portation department, would it not? A. Well, it certainly 
would enable the company to get a better price to the ex¬ 
tent of $39,370. 

Q. Not the extent of $39,370— A. (Interposing) What¬ 
ever that $39,370 would do in the way of having an effect 
on the price. 

Q. If you were seeking to sell the transportation de¬ 
partment, wouldn’t you at the outset ask the purchaser to 
assume that obligation of $39,370 as pension expense? A. 
It seems to me it would be entirely unreasonable to assume 
it. 

[R. p. 1275] Q. If you didn’t ask him to assume it, then you 
would be sure that you got enough increase in the price, 
by the elimination of that expense, to at least pay off the 
transportation pensioners on their life expectancy, wouldn’t 
vou? A. I don’t think that amount of monev would have 

m> •> 

that effect on the price we would get for the transportation 
department, if we sold it today on an order from the 
Securities and Exchange Commission to divest ourselves 
of it. The purchaser would note that that $39,000 which 
appears in our expenses, would not appear in his expenses. 
It would have very little effect on the price. 

Q. You don’t think that $39,000, more or less, in the 
net income of the transportation department, would have 
anything to do with the price? A. It might make enough 
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difference to pay off the pensions for one year, maybe two. 
I don’t know what effect it would have. 

Q. Would you bargain to get enough to pay off the 
pensions during the life expectancy of the pensioners? A. 
No indeed. 

Q. Why wouldn’t you? A. Not enough money. 

Q. Because you don't think you could get it, is that 
right? A. Of course you couldn’t, I am quite sure you 
couldn’t. 

[R. p. 1276] Q. If there were five—$40,000 expenses in the 
transportation department which might be eliminated upon 
the sale of the transportation department, would you an¬ 
ticipate that you could perhaps only get $200,000 more in 
the sale of the transportation department? A. I have no 
idea what we could get for the transportation of the Vir¬ 
ginia Electric and Power Company. 

Q. You know then, that the elimination of the pensions 
from the transportation department would have an effect 
on the price, but you don’t know how much effect that 
would have on the price? A. If any. 

Q. Why wouldn't it have any effect? A. I don’t know 
whether it would or not, it wouldn’t have very much. 

Q. Wouldn’t it make a big difference to you, if you were 
considering the purchase of the transportation department, 
whether or not there were $39,000 in expenses that you 
would not have to bear, or if there were $39,000 more in 
expenses over that department’s income statement, that 
you would have to bear ? A. Just to the extent of $39,000 
out of a total of $5,000,000 of revenue. 

Q. It would have the same effect as any other dollar of 
net income of the transportation department, in figuring 
how much you would pay by capitalizing earnings, would it 
not? [R. p. 1277] A. Some of these transportation com¬ 
panies are sold for just their net earnings, but I don’t know 
what this would do. I haven’t any idea what we could sell 
it for, and we have never attempted to find out. 

• • • • • 
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[E. p. 1399] W. H. RUDISILL 

called as a witness on behalf of the Commission, having 
been previously sworn, resumed the stand and testified as 
follows: 

* m * * • 

Cross Examination 

• * * # • 

[R. p. 1457] Q. (By Mr. Moore) Mr. Rudisill, have you 
formed any opinion as to the electric system of Virginia 
Electric Power Company? 

Mr. Lester: He has answered that question on direct. 

Mr. Moore: Not in this way; I don’t think. 

The Witness: I have, I think that it is interconnected 
and it is well managed and efficiently operated. 

Q. (By Mr. Moore) Have you formed any opinion as 
to whether or not it is confined in its operation to a single 
area, to one area in the States of Virginia and North Caro¬ 
lina? A. I believe that the territory is homogenous, as I 
said before, geographically, geologically, agriculturally and 
industrially. 

Q. Have you formed any opinion as to the personnel of 
the Virginia Electric and Power Company? A. I have al¬ 
ready said the property was well operated. 

Q. Now, having in mind the location of the various 
properties as was showm on one of the exhibits that you filed 
this afternoon, and in view of your contact with the organi¬ 
zation [R. p. 145S] on your recent examination of the prop¬ 
erties, did you form any opinion as to whether or not the 
company had a strong local organization, whether the 
officers and the officials and the employees were familiar 
with the local problems and in touch with the local situa¬ 
tion? A. Yes, I think that the type of organization that the 
company has is well adapted to the territory that it is 
serving and the business that it is doing; that the operators 




492 


J. G . Holtzclaw—Cross Examination (Cont.) 
Virginia Transportation (Cont’d) 

difference to pay off the pensions for one year, maybe two. 
I don’t know what effect it would have. 

Q. 'Would you bargain to get enough to pay off the 
pensions during the life expectancy of the pensioners? A. 
No indeed. 

Q. Why wouldn’t you? A. Not enough money. 

Q. Because you don't think you could get it, is that 
right? A. Of course you couldn't, I am quite sure you 
couldn’t. 

[R. pi 1276] Q. If there were five—$40,000 expenses in the 
transportation department which might be eliminated upon 
the sale of the transportation department, would you an¬ 
ticipate that you could perhaps only get $200,000 more in 
the sale of the transportation department? A. I have no 
idea what we could get for the transportation of the Vir¬ 
ginia Electric and Power Company. 

Q. You know then, that the elimination of the pensions 
from the transportation department would have an effect 
on the price, but you don’t know how much effect that 
would have on the price? A. If any. 

Q. Why wouldn't it have any effect? A. I don’t know 
whether it would or not, it wouldn’t have very much. 

Q. Wouldn’t it make a big difference to you, if you were 
considering the purchase of the transportation department, 
whether or not there were $39,000 in expenses that you 
would not have to bear, or if there Tvere $39,000 more in 
expenses over that department’s income statement, that 
you would have to bear? A. Just to the extent of $39,000 
out of a total of $5,000,000 of revenue. 

Q. It would have the same effect as any other dollar of 
net income of the transportation department, in figuring 
how much you would pay by capitalizing earnings, would it 
not? i[R. p. 1277] A. Some of these transportation com¬ 
panies are sold for just their net earnings, but I don’t know 
what this would do. I haven’t any idea what we could sell 
it for, and we have never attempted to find out. 

• • • • • 
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[R. p. 1399] W. H. RUDISILL 

called as a witness on behalf of the Commission, having 
been previously sworn, resumed the stand and testified as 
follow’s: 

* • * * • 

Cross Examination 

• * m # * 

[R. p. 1457] Q. (By Mr. Moore) Mr. Rudisill, have you 
formed any opinion as to the electric system of Virginia 
Electric Power Company? 

Mr. Lester: He has answered that question on direct. 

Mr. Moore: Not in this way; I don’t think. 

The Witness: I have, I think that it is interconnected 
and it is w’ell managed and efficiently operated. 

Q. (By Mr. Moore) Have you formed any opinion as 
to whether or not it is confined in its operation to a single 
area, to one area in the States of Virginia and North Caro¬ 
lina? A. I believe that the territory is homogenous, as I 
said before, geographically, geologically, agriculturally and 
industrially. 

Q. Have you formed any opinion as to the personnel of 
the Virginia Electric and Power Company? A. I have al¬ 
ready said the property was well operated. 

Q. Now, having in mind the location of the various 
properties as was shown on one of the exhibits that you filed 
this afternoon, and in view of your contact with the organi¬ 
zation [R. p. 145S] on your recent examination of the prop¬ 
erties, did you form any opinion as to whether or not the 
company had a strong local organization, whether the 
officers and the officials and the employees were familiar 
with the local problems and in touch with the local situa¬ 
tion? A. Yes, I think that the type of organization that the 
company has is well adapted to the territory that it is 
serving and the business that it is doing; that the operators 
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are well qualified and are familiar with their duties; cer¬ 
tainly. 

Q. Did you find that the officials and employees were 
apparently and thoroughly familiar with the local problems 
throughout the entire area and in touch with the local situa¬ 
tion generally? 

# * * • • 

[R. p. 145S] The Witness: As far as I was able to ascer¬ 
tain, they were. 

* • • • • 

J. G. HOLTZCLAW 

i Further Cross Examination 

• • • • • 

(By Mr. Fischgrund) 

[R. p. 2108] Q. Mr. Holtzclaw, in your opinion, are the com¬ 
pany's bus operations at Petersburg coordinated with the 
rest of the transportation properties ? A. They are coordi¬ 
nated with the operations in Richmond to the extent that the 
interurban buses operated between Richmond and Peters¬ 
burg connect with each of the transportation systems, one in 
Petersburg and one in Richmond. 

• • • • • 


J. G. HOLTZCLAW 
Re-direct Examination 

[R. p. 2122] Q. (By Mr. Moore) Mr. Holtzclaw, you have 
stated several times during vour examination that it was 
your firm opinion that any purchaser of the transportation 
property of your company would, as soon as possible, shift 
over the entire operation to bus operation completely. What 
would be the type of purchaser that would normally be 
found for such operation? A. I think the type of pur- 
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chaser that we would expect to find for such on operation 
w’ould be the type of purchaser that has bought similar 
operations within the past several years, that is, the large 
bus operators, something like National City Lines, for in¬ 
stance, who bought quite a few in the United States in the 
past few years. 

Q. Would the type of purchaser that might be expected 
to be found be one who was an experienced street railway 
operator? A. Judging from the past several years, I would 
say he would be strongly a bus operator. 

Q. Well, would that, to some extent, affect the judgment 
that you have expressed? A. Of course that is one of the 
foundations of my opinion that street railway operation 
would be abandoned. The trend is very definitely away 
from street railway [R. p. 2123] operation to bus operation. 
The trend is that way in our own company and other com¬ 
panies with which I am familiar, although we are taking a 
longer time to do it than a purchaser would take, in my 
opinion. 

Q. Does the fact that there is a wide variation in the 
amount of capital that is required to carry on the rail 
operation as compared with' the bus operation enter into 
that matter? A. From the standpoint of the original in¬ 
vestment required of course there is a tremendous differ¬ 
ence in the amount of capital required. From the stand¬ 
point of the purchase of a system such as ours the capital 
required, of course, is the amount of money required to 
buy, plus the amount of money required to equip it. 

Q. Which one of the operations requires the greater 
amount of capital per dollar revenue? A. Per dollar rev¬ 
enue the street railway is somewheres about $5, and the 
bus operation somewhere between $1 and $2, nearer $1. 

• * • • • 

[R. p. 2126] Q. Now referring to the bus operation at 
Petersburg, is that operation coordinated in any respect 
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with the Richmond transportation and Norfolk transporta¬ 
tion and Portsmouth transportation businesses of your 
company 1 ? A. Our entire transportation operation is co¬ 
ordinated in that it has the same management, the same 
officials, the same labor agreement, the same wages, the 
same general operating conditions. 

Q. Are there the same wage levels, as a matter of fact, 
in Petersburg as in Richmond and Norfolk and Ports¬ 
mouth on your transportation system ? A. I thought I men¬ 
tioned that they have the same wage levels all over the 
entire system. 

Q. Have you a labor contract with some labor organiza¬ 
tion which bargains for the entire transportation group 
of employees? A. We have a labor contract that bargains 
for the entire group of employees all over the system. 

Q. Do you know whether there are transfers granted 
to and from the Petersburg bus operation to the Interurban 
bus operation and then from the Interurban bus to the 
Richmond bus? [R. p. 2127] A. There are transfers 
granted under some conditions but I am not sure what the 
conditions are. They are not universal. 

, Q. They are tied together, though, through transfers 
actually in operation to that extent? A. That is correct. 

• • • • • 

[R. p. 2130] Q. Now, Mr. Holtzclaw, you stated that some 
two months ago you had discussed with the officials of the 
city of Richmond the matter of possible divestment of your 
companv of its transportation business in Richmond? A. 
I did. 

Q. Who was the city official with whom you discussed 
this matter ? A. The mayor of the city and the city attorney. 

Q. What was your purpose in discussing the matter 
with them? A. To advise them of this proceeding, this 
hearing to be held, and outlined to them the law under which 
the hearing was being called, the Public Utility Act of 1935, 
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and what the possible outcome might be, for whatever use 
they saw fit to make of the information. 

Q. Do you recall you furnished to them a copy of the 
original show-cause order in this proceeding issued in 
February, 1940, and a copy of the answer of the Respondents 
in that proceeding? A. That is true, and a copy of the act 
under which the hearing was held. 

Q. What was their attitude in regard to the matter? 
A. The attitude of both the mayor and city attorney 
[R. p. 2131] was that they would very much dislike to see 
anything happen that would cause it to bring about the 
divestment of the transportation operation of the Virginia 
Power Company in Richmond. 

Q. Now, do you recall any discussion with the city 
officials in Norfolk in regard to this proceeding? Did you 
have any discussion with them? A. I had no discussion 
with the mayor of Norfolk. I had a discussion with the city 
attorney at the time he came up to Washington to appear 
in this proceeding. 

Q. Do you recall he stated that he had been given notice 
of this proceeding by Mr. Lester, Commission counsel, and 
it was on that account that he opened up the discussion of 
the matter with company representatives ? A. That is cor¬ 
rect. I think he so stated when the Commission counsel 
questioned him. 

Q. Did you find that Commission counsel had given any 
notice to the city officials in Richmond in regard to this 
proceeding? A. My recollection is that the city of Rich¬ 
mond had not received one, according to the information 
given me. 

• * • • • 

[R. p. 2160] Q. Mr. Holtzclaw, I will now return to the 
question which provoked quite a lot of discussion and ask 
you this question: You have testified in this proceeding 
that there are certain items of expense borne which are 
chargeable to the transportation department of the company 
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which would have to he absorbed by the electric and gas 
department if the company were required to divest itself 
of the transportation business. This testimony appears on 
pages 1067 to 1073 of the record. Will you state how you 
arrived at the conclusion that these additional expenses and 
charges would have to be borne by the electric and gas 
departments? A. I assumed that the company had appor¬ 
tioned departmental expenses and joint use of facilities for 
the year 1940 as Mr. Taylor has done in his report, which is 
Engineers’ Exhibit No. 63. That this was an unreasonable 
assumption is borne out by the fact that on May 14, 1941, 
which was several days after I testified in this proceeding,— 
[R. pi. 2161] Q. (Interposing) It was the next day as a 

matter of fact. A. I think it was the next dav. 

•> 

(Continuing) —the board of directors requested 
Lybrand, Ross Bros. & Montgomery to make a further and 
more detailed study of the company’s operations, including 
a time study, and to report to the company their recom¬ 
mendations as to apportionment of expenses between de¬ 
partments. The directors further directed that such recom¬ 
mendations be put into effect by the company as of July 1, 
1941. The result of this action of the board of directors 
will be to place the method of apportioning inter-depart¬ 
mental expenses and charges on the basis recommended by 
Mr. Taylor. 

Q. Mr. Holtzclaw, do you have a certified copy of the 
May 14, 1941, resolutions of the board of directors of Vir¬ 
ginia Electric and Power Company to which you have re¬ 
ferred? A. Yes. 

Mr. Moore: I now offer a copy of these resolutions of the 
board of directors of Virginia Electric and Power Company 
as Engineers’ Exhibit Xo. 124. 

The Examiner: Without objection a copy of the resolu¬ 
tion is admitted as Engineers’ Exhibit 124. 

(The document referred to was received in evidence as 
Engineers’ Exhibit Xo. 124.) 
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[R. 2162] Q. Mr. Holtzclaw, will you please continue 

with your examination of your previous testimony? A. 
Referring to Page 1068 of the transcript, it will be seen that 
I testified that expenses of the electric and gas depart¬ 
ments would be increased by $243,952 if the transportation 
department were disposed of. I showed this $243,952 to 


consist of the following: 

• * • * • 

Compensation to employees in lieu of free 

passes . $105,625 

Executive and office payroll. 66,133 

Pensions . 39,370 

Joint use of facilities. 16,981 

Miscellaneous Expenses. 15,843 


Total. $243,952 


[R. p. 2163] (By Mr. Moore) Will you explain how you 
arrived at the figure $66,133 of additional executive and 
office payroll which would have to be absorbed by the electric 
and gas departments if the transportation department were 
disposed of? A. In my previous testimony which appears 
on pages 1068-70 of the transcript, I explained that I 
had taken the joint payroll and, after careful consideration 
with the assistant comptroller, decided how much of that 
payroll which is now being borne by the transportation 
department could be dispensed with if that department were 
sold. I have had prepared a tabulation which shows in 
detail the following payrolls: 

1. Executives. 

2. Junior executives, supervisors and general office 
clerks. 

3. Janitors, maids and building employees. 

4. Special apportionment. 
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This tabulation shows the total of each of these pay¬ 
rolls, the amount of each payroll now charged to the trans¬ 
portation department as per the Taylor Report, the esti¬ 
mated reduction in each payroll if the transportation de¬ 
partment were disposed of, and the amount in each case 
which is borne by the transportation department and which 
could not be dispensed with if that department were sold. 
This' tabulation, [R. p. 2164] together with my previous 
testimony, explains fully how the $66,133 figure was ar¬ 
rived at. 

Mr. Moore: Mr. Examiner, we now offer this tabulation 
as Engineers’ Exhibit 125. 

* • * * * 

[R. p. 2165] The Examiner: The tabulation is admitted 
under the number which you mentioned, Engineers’ Exhibit 
125. 

(The document referred to was received in evidence as 
Engineers’ Exhibit Xo. 125.) 

Q. (By Mr. Moore) "Where does this $66,133 of payroll 
expanse which would have to be absorbed by the electric 
and gas departments [R. p. 2166] if the transportation de¬ 
partment were disposed of, appear in the Taylor Report? 
A. Referring to the third column in line 1 of page 6, of the 
Taylor Report, which is Engineers’ Exhibit Xo. 63, it will 
be seen that Mr. Taylor has charged $75,829.47 to the 
transportation department. That is on the top third col¬ 
umn, top of the page. As I understand it, this figure rep¬ 
resents a reapportionment on a gross operating revenue 
basis of certain items of joint expenses which have hereto¬ 
fore been allocated by the company on a net operating 
revenue basis. This $75,829.47 does not represent the total 
of such joint expenses borne by the transportation depart¬ 
ment, but is only the increase to the transportation depart¬ 
ment as a result of Mr. Taylor’s reapportionment. That 



501 


J. G. Holtzclaw — Re-Direct Examination (Cont.) 
Virginia Transportation (Cont’d) 

part of the $66,133 which represents apportionment of 
this payroll expense on a net operating revenue basis is 
included in the items of operating expenses for the trans¬ 
portation department as shown in the last column on page 
4 of Mr. Taylor’s report; the remainder of this $66,133 
which represents the increase in charges to the transporta¬ 
tion department as a result of the change in the method 
of apportionment from a net operating revenue basis to a 
gross operating revenue basis is included in the $75,829.47 
figure in the first line on page 6 of Mr. Taylor’s report. 
[R. p. 2167] Q. In other words, a part of that $66,133 is 
represented by the increase in the apportionment which 
Mr. Taylor has made on page 6 and the remainder appears 
in the transportation department expenses on page 4. Is 
that right? Do you understand that? A. That is correct. 

Q. Mr. Holtzclaw, will you please explain the $15,S43 of 
miscellaneous expenses which you testified would have to 
be borne by the electric and gas departments if the trans¬ 
portation department is disposed of? A. This figure 
$15,843 is made up of the transportation department’s pro¬ 
portionate share of the following expenses: donations, 
$5,96S.7S; transfer fees, $1,613.92; expenses of publication 
of “Vepeovian” magazine, $698.64; telephone expense, 
$6,752.35; dues and subscriptions, $2,562.00. These pro¬ 
duce a total of $17,595.69, but there will be a reduction in 
telephone expense upon the sale of the transportation de¬ 
partment which would amount to $1,752.35, leaving a total 
expense to be borne by the other departments of $15,S43.34. 

Q. Mr. Holtzclaw, have you prepared a tabulation which 
shows the total amount of these miscellaneous expenses for 
the year 1940, the amount charged to the transportation 
department as per the Taylor Report and the amount of 
such expenses charged to the transportation department 
which would have to be borne by the electric and gas de¬ 
partments if the transportation [R. p. 2168] department 




502 


J. G. Holtzclaw — Re-Direct Examination (Cont.) 
Virginia Transportation (Cont’d) 

were disposed of? A. Yes, I have such a tabulation, which 
was prepared by Mr. Taylor at my request. 

Q. Do you believe this tabulation to be correct? A. Yes. 

Mr. Moore: Mr. Examiner, we would now like to file this 
tabulation as Engineers’ Exhibit Xo. 126, this tabulation 
showing miscellaneous expenses apportioned to the trans¬ 
portation department as per the Taylor Report which 
would have to be borne by the electric and gas departments 
if the transportation department were disposed of. 

• • • • * 

[R. p. 2169] Q. Will you just state to what extent you have 
checked this? A. I examined it in detail with our assistant 
comptroller, assisting me, and we are both of the belief that 
it is correct. 

• • * • • 

[R. jj>. 2170] The Examiner: It is received with that under¬ 
standing as Engineers’ Exhibit Xo. 126. 

(The document referred to was received in evidence as 
Engineers’ Exhibit Xo. 126.) 

Q. (By Mr. Moore) Where does this $15,843 appear in 
the Taylor Report? A. As in the case of the $66,133 of exec¬ 
utive and office payroll expenses, which would have to be 
absorbed by the electric and gas departments, this 
$15,843.44 does not appear as a separate item in the 
Taylor Report; a part of it is included in the $75,829.47 
of expenses which were reapportioned by Mr. Taylor from 
a net operating revenue basis to a gross operating revenue 
basis, and the balance is included in the expense items 
which appear in the last column on page 4 of the Taylor 
Report. 

• • • * • 

[R. p. 2175] Q. Mr. Holtzclaw, in referring to your com¬ 
putation of expenses which would have to be absorbed by 
the electric and gas departments, so far as the previous 
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question is concerned, were you referring to the item of 
$16,9S0.99 only? A. Referring- 

# # # # • 

[R. p. 2176] The Witness: I was. 

Q. (By Mr. Moore) Mr. Holtzclaw, how did you arrive 
at the figure [R. p. 2177] of $39,370 for pensions which 
would have to be borne by the electric and gas depart¬ 
ments if the transportation department were disposed of? 

• * • • • 

[R. p. 2178] The Witness: As I have testified before on 
page 1071 of the record, pension payments are a direct 
charge to each department to the extent of 99 percent of 
the total. If the transportation department were disposed 
of, it would be necessary for the company to absorb the 
pension roll of the transportation department employees, 
which amounted in 1940 to $39,370. 

* # # * » 

[R. p. 2179] Q. (By Mr. Moore) Where does this charge to 
the transportation department for pensions appear in the 
Taylor Report? A. This charge for pensions does not 
appear as a separate item in the Taylor Report but is 
included in the last column on page 4 among the operating 
expenses of the transportation department. 

* * * • • 

Q. (By Mr. Moore) In your analysis of expenses borne 
by the transportation department which would have to be 
absorbed by the electric and gas departments, about which 
you have heretofore testified, did you take into account 
any adjustments for those charges appearing on page 6 
of Mr. Taylor’s report, under the heading “Interdepart¬ 
mental Services”? A. I did not. In my analysis of the 
Taylor Report and [R. p. 2180] in the preparation of my 
testimony, I considered all of the items under “Interdepart- 
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mental Services’’ as mere book transactions and not repre¬ 
senting cash items. 

Qi Xow, under those interdepartmental services, you 
are referring, are you not, to the items “Electricity Fur¬ 
nished to Other Departments,” “Gas Furnished to Other 
Departments,” “Free Transportation to Employees,” and 
“Car and Bus Advertising”? A. That is right, those are 
the items. 

Q. Mr. Holtzclaw, there seems to be some confusion in 
the record as to whether or not the electric department 
will benefit through the release of 8,330 k.w. capacity if 
the railwav department is abandoned. Can vou state 
whether or not the electric department would benefit if 
this capacity were released ? A. The electric department 
would not benefit. The electric department would lose 
income which, assuming the charge for power to be as is 
set up in the Taylor Beport, is collected from street railway 
customers to pay the carrying charges on 8,330 k.w. ca- 
pactiy and, therefore, that amount of capacity wiuld be 
idle in the company’s power stations until its load had 
grown to a point where such excess capacity would be 
absorbed. Under present conditions, this capacity would 
be absorbed in a relatively short time. 

Q. If this 8,330 k.w. so released were sold to customers 
who paid a higher rate than that charged the railway 
[R. p. 2181] department, would that result in any benefit 
to the electric department? A. No, there would be no 
benefit to the electric department which it could not obtain 
even though the 8,330 k.w. were not released by abandon¬ 
ment of the railway. The company, if it today had a 
customer who desired this $,330 k.w. capacity, would install 
additional capacity which would cost it the same amount 
which it would lose if it lost the carrying charges collected 
from the riders of the street railway system. 

Q. Mr. Holtzclaw, will you discuss the item of inter¬ 
departmental services entitled “Free Transportation 
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Furnished to Employees”? A. On page 6 of Mr. Taylor’s 
report, the item of “Free Transportation Furnished to 
Employees ” is a charge of $94,400.49 to the electric and gas 
departments for free transportation furnished employees 
of those departments. This charge does not represent an 
out-of-pocket expense to the company but is merely a book 
transaction and is offset by a corresponding credit to the 
transportation department of $94,400.49. This $94,400.49 
figure is, therefore, a washout on the books of the company, 
recommended bv Mr. Tavlor in order that the books will 
reflect departmental income and expense. The net effect 
is that the company takes $94,400.49 out of its left pocket 
and puts it in its right pocket and the only burden on the 
company is the necessity of making the hook [R. p. 2182] 
entries. But if the company is required to dispose of the 
transportation department, the burden becomes very real, 
for the company is placed in the position where it must 
increase by $5.00 per month the compensation of each of its 
employees, as I have testified. 

Q. Mr. Holtzclaw, have you in compliance with the 
request of Commission counsel obtained information as to 
the extent to which free transportation, if any, was pro¬ 
vided by Baton Rouge Electric Company and Eastern Texas 
Electric Company, predecessors of Gulf States Utilities 
Company, to electric and gas employees of those companies 
at the time the passes were discontinued upon transfer of 
the transportation properties of Baton Rouge Electric 
Company to Baton Rouge Bus Company, Inc., in 1938 and 
the sale of the transportation properties in Beaumont, 
Texas of Eastern Texas Electric Company in 1937? A. 
Yes. There appears on pages 1612 to 1614 of the transcript 
in this proceeding, testimony by Mr. L. V. Smith regarding 
this matter insofar as concerns the employees of Baton 
Rouge Electric Company at Baton Rouge, Louisiana. His 
testimony shows that 370 employees were given passes, 
that the average monthly riding per employee was nine 
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rides at five cents per ride, and that the value of free trans¬ 
portation in Baton Rouge was 45 cents per month per 
employee having passes. [R. p. 2183] I have been informed 
by officials of the Gulf States Utilities Company that the 
situation at Beaumont, Texas, at the time of the sale of 
the transportation properties of Eastern Texas Electric 
Company, was as follows: During the year 1937 in which 
the transportation properties were sold, the average num¬ 
ber of employees in the Beaumont area was 302, of which 
only S9 joint-use employees working for both the electric 
and transportation departments were given transportation 
passes. The average number of rides per month by these 
S9 employees having passes was 3,275. The average 
monthly riding per employee was 37 rides at 6 cents per 
ride, or a total value of $2.22 per month per employee hav¬ 
ing passes. It appears that neither in Beaumont or Baton 
Rouge was any direct increase in compensation made to 
employees having such free transportation by reason of the 
withdrawal of such passes, and that at Beaumont the num¬ 
ber of employees receiving such free transportation was 
comparatively small in comparison with the total number 
of employees in that city. 

• • • • • 

[R. p. 2185] Q. Mr. Holtzclaw, are you familiar with Mr. 
Leonard’s testimony in the Gulf case 1586 to 1591 of that 
transcript? A. I have read it. 

[R. p. 2186] Q. Mr. Holtzclaw, will you state whether or not, 
in ybur judgment, either of those situations, that is, at 
Baton Rouge or Beaumont, is fairly comparable to the 
situation which your company would be confronted with if 
the transportation properties, that is of your company, 
were disposed of? A. In my opinion, the situation existing 
in Baton Rouge and Beaumont was entirely different from 
the situation which our company will face if the transporta¬ 
tion properties are disposed of. Whereas in Beaumont, 
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as I previously mentioned, passes were given to only a few 
joint-use employees, it is the practice of our company to 
give free transportation to all regular employees of the 
company in the cities where transportation service is 
operated by the company. In the second place, the districts 
served by our transportation facilities in Virginia, in the 
case of Richmond and Norfolk, are so much larger than 
those served by the transportation systems in Beaumont 
and Baton Rouge that there is much greater use made of 
the free transportation privilege and the pass has estab¬ 
lished a much greater value among the employees of Vir¬ 
ginia Electric and Power Company than it ever had in 
Beaumont and Baton Rouge. Mr. Taylor testified on 

pages 946 and 1100-01 of the transcript- 

• * • * • 

[R. p. 21S7] Q. (By Mr. Moore) Do you know how many 
employees of the company working in the electric and gas 
departments were given free transportation passes? A. 
Sixteen hundred twenty-five, approximately. 

Q. Now, do you know what the check that was made by 
Mr. Tavlor and his associates as to the extent of the rides 
of employees in Richmond and in Norfolk showed to be the 
fact per month, what was the average number of rides per 
pass per employee in Richmond? A. Richmond 60 per 
month and 65 in Norfolk. 

Q. And w-hat is the monthly value of the passes of the 
employees riding in Richmond? A. Richmond, $4.40 and 
Norfolk $5.40. These figures compare with nine rides 
and 45 cents per month in Baton Rouge and 37 rides and 
$2.22 per month in Beaumont. 

Q. Now, will you proceed with vour statement, if you 
have anything further on this point? A. In the next place, 
our employees not only have attached a great deal of value 
to the passes which the company for many years has fur¬ 
nished, but, in the company’s contract with the labor organ- 
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ization which since 1937 has been the bargaining agency for 
ail of its non-supervisory employees, the employees have 
insisted that there be included in the contract a specific 
provision which guarantees to them a continuation [R. p. 
21SS] of the free transportation privilege. I quote from the 
Articles of Agreement: 

“The employer agrees to continue during the term of 
this agreement its present practices with respect to (a) the 
issuance to employees of free transportation privileges on 
its street railway cars and buses * * *” 

Q. Now there is a star after “buses’- and before the 
quote closes, isn’t there? A. That is right, that refers to 
other privileges that are to be continued. 

• • • • • 

[R. p. 21S9] Q. (By Mr. Moore) Will you proceed, Mr. 
Holtzclaw, with your statement at this point? A. In view 
of this provision, there is no doubt whatever in my mind 
that we would find it necessary to make the $105,625 wage 
adjustment, to which I have testified, if the transportation 
properties are disposed of. 

Q. Now, do you intend to limit that conclusion just to 
the wage agreement or are there other factors, also, on 
which you rested? A. I testified that our employees are 
apparently using the passes at an average of about $5 per 
month, the average of Richmond and Norfolk and Peters¬ 
burg together. They have considered this free transporta¬ 
tion as a part of their compensation and I think the com¬ 
pany is bound to continue it. 

[R. p. 2190] Q. Independent of the agreement, do you 
think that you would have to make the adjustment of that 
compensation to which you testified, if the privileges were 
withdrawn? A. That is my opinion. 

Q. Mr. Holtzclaw, will you please tell us what effect you 
have given to the item “Car and Bus Advertising” on page 
6 of Mr. Taylor’s report? A. The item of “Car and Bus 



509 


J. G. Holtzclaw — Re-Cross Examination 
Virginia Transportation (Cont’d) 

Advertising” shown by Mr. Taylor to be $2,075.33, repre¬ 
sents a charge to the electric and gas departments for 
advertising in the transportation department’s streetcars 
and buses. As in the case of free transportation furnished 
to employees, this item of $2,075.33 is not an out-of-pocket 
expense, but is merely a charge to the electric and gas 
departments which is offset on the books of the company 
by a corresponding credit to the transportation department. 

• * • • • 

J. G. HOLTZCLAW 

Re-cross Examination 

• * * * • 

[R. p. 2192] (Q. (By Mr. Fischgrund) 2sow, I believe you 
testified, Mr. Holtzclaw, that the board of directors re¬ 
quested Lybrand, Ross Bros. & [R. p. 2193] Montgomery to 
make a further studs’ as to interdepartmental allocation of 
expense? A. I did. 

Q. The company directed that that further study be 
made because it was felt that the study that had been made 
was inadequate? A. I testified the previous time when I 
was on the stand and Mr. Taylor testified, I think, that it 
was not known that the particular method of allocation 
used by the company at the present time was incorrect 
although he believed the gross method was better. I testi¬ 
fied that there were many items of so-called gross charges 
or interdepartmental expenses which had not been given 
consideration and the idea is to have a complete and thor¬ 
ough check made, including a time-study base, on which we 
can determine our method of interdepartmental allocation 
in the future. 

Mr. Fischgrund: Will you please repeat the question? 

(Whereupon, the pending question was read by the 
reporter.) 
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The Witness: It was not felt that the study that had 
been made was inadequate but that no study has been made 
to definitely determine what is a proper method of alloca¬ 
tion. To that extent it was inadequate. 

Q. (By Mr. Fischgrund) What did you mean wdien you 
said no study had been [R. p. 2194] made to determine the 
proper method of allocating expenses between departments? 
Didn’t Mr. Taylor previously make a study for that pur¬ 
pose ? A. Mr. Taylor, according to my understanding, used 
a gross method rather than a net method, because, as he 
stated, that is a more generally accepted method. 

Q. Do I understand that the board adopted the recom¬ 
mendations that Mr. Taylor is to make in his final study 
or the recommendations that he has made? A. The recom¬ 
mendations that he will make in the final study I am quite 
sure will be what goes into effect as of July 1. 

Q. In other words, the board adopted recommendations 
before they knew what they were? A. We have the resolu¬ 
tion in the file instructing Lybrand, Ross Bros. & Mont¬ 
gomery to make a further study and to come back with 
recommendations as to what the company should do. 

Q. Why did the board of directors, if you know, direct 
that the method of allocation to be recommended by Mr. 
Taylor be adopted? A. The officers recommended that it 
be adopted. 

Q. Why did they recommend it? A. It w^as quite evi¬ 
dent that the method we have used in the past does not 
properly segregate certain joint expenses between depart¬ 
ments. It is the idea of the officers to get [R. p. 2195] 
apportionment on a correct basis. 

Q. Why didn’t they get that idea any time during the 
past ten years? A. Because during the past ten years, 
until the question of possible divestment of some of these 
departments came up, we always considered that those were 
cross charges and interdepartmental charges that had no 
effect on the final results of the company and it didn’t make 
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much difference how they were charged, so they were 
charged what was reasonably deemed to be correct. 

Q. It had some effect in determining the net income of 
each department, did it not? A. It did, some effect. 

• • • * • 

T. NORMAN JONES 

Re-direct Examination 

[R. p. 2212] Q. (By Mr. Moore) Mr. Jones, on pages 700 
and 704 of the transcript, you stated that during 1940 there 
were 41,264,960 revenue passengers carried on the busses 
of the company, and 41,612,429 revenue passengers car¬ 
ried on street cars, and that approximately 346,000 more 
passengers were handled on street cars [R. p. 2213] than on 
busses. Have you examined the transcript in respect to that 
matter? A. I have. 

Q. Have you any correction to make in those figures? 
A. I would like to make a correction in those figures to the 
extent- 

• • • # • 

[R. p. 2214] (By Mr. Moore) Q. Will you go ahead now 
and answer the question? A. I have found that I used a 
figure of revenue passengers that was made up of the reve¬ 
nue passengers in Richmond, Norfolk, Portsmouth, and 
Petersburg, and did not include the revenue passengers on 
the interurban line, so I have corrected the figures or I wish 
to correct them to the extent of adding the 223,752 revenue 
riders on the interurban line to the 41,264,960 revenue pas¬ 
sengers which I reported when previously on the stand, 
making a total of revenue passengers handled by the busses 
in 1940 of 41,488,712. 

Q. That is instead of 41,264,960? A. Instead of 
41,264,960 which I reported. That 41,488,712 bus passengers 
compares with 41,612,429 revenue passengers on the rail- 
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way in 1940, or a difference of 123,717 more revenue passen¬ 
gers on the railway than on the bus. 

Q. Percentagewise, almost the same percentage, is that 
correct? There seems to be almost the same percentage of 
total passengers carried on the busses as on the street cars, 
isn’t that correct? A. Approximately the same. 

Q. About 50 percent on each? A. About. 

Q. Mr. Jones, on page 700 of the transcript, you stated 
[R. p. 2215] that the present rate of return on bus opera¬ 
tions was approximately 2.6 percent, and on page 705 of 
the transcript you stated that if the railway were aban¬ 
doned and the operations were changed over to all bus, the 
rate bf return would be approximately the same, 2.6 per¬ 
cent. Have you checked the transcript on that point? A. I 
have. 

Q. Have you any correction you wish to make in the 
figures here? A. I wish to make a correction. In develop¬ 
ing the rate of return, I deducted from the gross revenue; 
the operating expenses. ' 

Q. "Which rate of return are you talking about ? A. For 
the bus, I deducted the operating expenses amounting to 
$2,153,386, leaving a balance of $426,930, and from that fig¬ 
ure I deducted $237,34S, leaving a balance of $189,528 after 
depreciation. In the depreciation and in operating expenses 
I used the figure as revised by Mr. Taylor. Mr. Taylor then 
made a deduction of $102,316 for Federal taxes, interest, 
and amortization of bonds and other income which I men¬ 
tioned in my testimony, leaving a balance of $87,266. 

Q. That was the final balance left for bus operation? 
A. That was the final balance left on Mr. Taylor’s report. 
I used that figure in developing the rate of return [R. p. 
2216] of 2.6 percent. 

Q. For busses? A. For busses. I was in error there in 
that Mr. Taylor’s figure of $102,316 which he deducted to 
get his balance, there was a figure of $72,488 representing 
interest and amortization on bonds which should not have 
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been deducted in arriving at a rate of return on the invest¬ 
ment in question. By excluding that item, we have a bal¬ 
ance on which the rate of return should be calculated of 
$159,754 which shows a rate of return of 4.82 percent in¬ 
stead of 2.6 percent. That, of course, carries over into the 
figure on the combined operations in the event all railways 
were converted into bus, which I said, in my opinion, would 
produce a total value of about $7,000,000. 

Q. You said that would be- A. (Interposing) I 

said that the revenues, expenses, depreciation, and so on 
would be approximately for the same passengers as they 
had been for the bus and, therefore, approximately the 
same rate of return would be found. 

Q. You stated on page 705 of the transcript that after 
transportation operations had been completely converted 
to all bus, approximately that same 2.6 percent rate of re¬ 
turn might be expected on the operation. Now, in making 
that statement, did you carry over the same error? A. 
Yes, I intended my comment made just a moment ago 
[R. p. 2217] to so indicate that it did carry over into that 
figure which represented a total investment in buses, return 
on the total investment in busses. 

Q. So where you referred to a rate of return on the bus 
operation alone on pages 699 and 700 of the transcript and 
described that as a rate of 2.6 percent, you would like to 
substitute what rate of return for that figure? A. Approxi¬ 
mately 4.82 percent. 

Q. Now, on page 705, where you referred to the rate 
of return on the bus operation after there had been a com¬ 
plete conversion to all busses, as 2.6 percent, you would 
like to correct that figure to what figure? A. The rate of 
4.82 percent on the combined bus operation. 

Q. In other words, the error in both instances arises 
out of the fact that the amount of $72,488 representing 
interest and amortization on bonds should not have been 
deducted? A. That is right. 
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Q. Before you figured the rate of return? A. That is 
correct. 

Mr. Moore: That is all. 

• • # • • 


T. NORMAN JONES 
Re-cross Examination 

Q. (By Mr. Fischgrund) Mr. Jones, when was it that 
some of the interurban [R. p. 2218] railway w r as abandoned, 
in about 1936? A. 1936, the interurban was abandoned as 
a railway line. A few miles of it, the Richmond end, was 
included in the Richmond system. The bus operation oper¬ 
ated out of Richmond for Petersburg following in the main 
the old route, branching off a few miles out of Richmond 
some 8 or 10 miles to another road and then later getting 
back on the No. 1 route again. 

Q. In other words, the railway was abandoned and 
replaced with bus? A. The interurban line was completely 
abandoned. The section of the track nearest to Richmond 
and connecting to Richmond tracks was made a part of 
the Richmond system and the passes, tickets, the cash 
applicable to the Richmond city lines were applicable on 
the few miles of track on the Richmond end of what was 
formerly the interurban line. 

Q. When the company operated the interurban railway 
line, many employees used it, did they not? A. You mean 
with passes? 

Q. Yes. A. I think there never has been a time since 
I have been connected with the company that they have 
not done that. 

Q. And after it was abandoned, the employees do not 
use it since there is no interurban line? A. They could 
not use the rail line, but those employees [R. p. 2219] who 
lived adjacent to or near the portion of the interurban 
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rail line that was made a part of the city line were able 
to continue using free transporation on that particular 
section. Those who lived beyond the end of that portion 
of rail line which was formerly part of the interurban line 
now served by busses are dependent on the bus passes. 

Q. And those who may have been located or lived 
beyond where the company now supplies bus service in 
place of the former interurban railway line, of course 
cannot use free transportation because there is no free 
transportation supplied on that portion of the line? A. 
They have quarterly passes where they can show there is 
any need for them. 

Q. Where was this interurban line that was abandoned 
in 1936, between what cities? A. It operated between 
Richmond and Petersburg. 

Q. And now the company does not operate any trans¬ 
portation service between Richmond and Petersburg? A. 
It operates a bus transportation service between Richmond 
and Petersburg. 

Mr. Moore: It was a substitute service? 

The Witness: As a matter of fact, we have one bus 
that operates between the heart of the city of Richmond 
over the No. 1 route to Petersburg terminal, and then this 
bus line that was substituted for the railway line, that 
[R. p. 2220] operates from Hull Street and Cowardin Ave¬ 
nue to Petersburg terminal. 

Q. Has the company abandoned any railway or bus line 
in the past five years, that is, any major lines or service 
areas? A. The Petersburg lines were abandoned in 1936. 

Q. That is the line running— A. (Interposing) The 
Petersburg city lines were discontinued as a rail operation 
and bus service substituted. 

Q. I had in mind the abandonment of all transportation 
service in a locality where the company previously supplied 
transportation service. A. No, there has been no abandon¬ 
ment. There has been no abandonment of service. There 
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has been some rerouting. For example, at the Naval Base, 

between the Naval Base and Ocean View, we operated for 

manv rears a rail line that was known as the Mason’s 
•> * 

Creek line. Many years ago that was converted into a 
bus line which followed substantially the same route as 
the rail line. Due to the tremendous activity of the Naval 
Base and the fact they are constructing new roads and new 
buildings and what not all over the site of what was for¬ 
merly the road which we used for bus operations, we are 
now operating the Mason’s Creek line only a short distance 
out of Ocean View and then we have another bus service 
[R. p. 22211 that operates over an entirely different route 
from Ocean View into the Naval Base, which was all 
brought about by conditions over which we had no control. 

Q. How much farther did the Mason’s Creek line go 
before it was rerouted? A. It operated through the Naval 
Base to the ferry at the foot of Ninety-ninth Street. 

Q. How much farther in miles would that be? A. Well, 
I think the route over which we operate today is—well, I 
expectj it is probably 2V2 miles or 3 miles longer than the 
old route. We formerly operated almost a straight line 
between Ocean View and the Ninety-ninth Street pier. Now, 
we coipe down to Ocean View almost at right angles to that 
line and for some distance, probably a mile, mile and a 
half, and then we go back over to a point very near the 
end of the former line. 

Q. How much distance would you say there was between 
the farthest point between the old line and the new line, 
about a mile and a half, three miles? A. Between the 
end of the old Mason’s Creek line? 

Q. No, between the farthest point between the old line 
and the new line ? A. I guess a mile and a quarter, a mile, 
mile and a quarter. It was not practicable to go any 
other route because of the fact the Naval Base has taken 
over so much [R. p. 2222] territory in that vicinity that 
there is no shorter route which we can traverse and we 
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have to go on the only open roadway, which is Granby 
Street and Taussig Boulevard—I think it is called, named 
after Admiral Taussig—which enters Granby Street near 
the Virginia Railroad and then goes in a northerly direc¬ 
tion to what is known as the east gate of the Naval Base. 
They won’t let us operate busses in the Base any more. 
That is the Mason’s Creek bus. We still operate a shuttle 
bus inside the Base but that is for the convenience of the 
people inside the Base. 

Q. In other words, the section or the locality where the 
company previously operated its direct line is now occu¬ 
pied by the Naval Base? A. Practically all of it. 

Mr. Fischgrund: That is all. 

* • • * * 


T. NORMAN JONES 

Further Re-direct Examination 

• • • • • 

Q. (By Mr. Moore) Mr. Jones, in connection with the 
two bus lines operated between Richmond and Petersburg, 
are we to understand that the employees who had passes 
on the interurban railway simply changed over to passes 
on those substituted bus lines? A. Passes on the No. 2 
bus route, which is a substituted bus route for the rail 
route. 

[R. p. 2223] Q. That follows the same route? A. They 
were not given passes on the No. 1 route which never had 
passes. 

Q. When the rail line was abandoned, will you state 
whether one of the conditions imposed by the State Com¬ 
mission was that there should be substitution bus service 
as a condition attached to that? A. That was a condition 
of the substitution. 
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[R. p. 2225] DONALD C. BARNES 

called as a witness on behalf of Respondent, being first duly 
sworn, was examined and testified as follows: 

• * • • * 

[R. p. 2226] Q. (By Mr. Moore) Will you please give your 
full name and address? A. Donald C. Barnes, 90 Broad 
Street, New York, New York. 

Q. What positions do you hold in the Engineers Pub¬ 
lic Service Company? A. I am president and director of 
Engineers Public Service Company. 

Mr. Moore: It is my intention to qualify Mr. Barnes as 
an expert electrical engineer, utility operator and utility 
financial expert. 

Q. (By Mr. Moore) Mr. Barnes, will you please give 
me ail outline of your professional education and experi¬ 
ence? A. I received a degree of Bachelor of Arts cum 
laude at Harvard in 1902, a degree of Bachelor of Science 
in Electrical Engineering magna cum laude in 1904. 

After a year with Ford, Bacon & Davis, I entered the 
Statistics Department of Stone & Webster and was em¬ 
ployed in various capacities by operating public utility 
companies under their supervision in Abington and Brock¬ 
ton, Massachusetts; Pawtucket, Rhode Island, and Seattle 
Washington, and in the Boston office of Stone & Webster 
until 1931. 

From 1931 until 1933,1 was vice president of Engineers 
[R. p. 2227] Public Service Company and of various of its 
subsidiaries. 

From 1934 to 1937, I was vice president of Stone & 
Webster Service Corporation and an executive and/or 
director of various companies receiving services from that 
corporation. 

In December 1937,1 resigned all connections with Stone 
& Webster Service Corporation and any companies owned 
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or supervised by Stone & Webster and became president 
and director of Engineers Public Service Company and 
Engineers Public Service Company, Inc., the mutual ser¬ 
vice company, and vice president and director of several of 
its subsidiaries. 

During the period from 1911 until 1919 I had direct 
charge of the transportation operations of Seattle-Everett 
Traction Company, which operated an electric interurban 
railway between Seattle and Everett, Washington and of 
Puget Sound International Railway and Power Company 
and its successor, Puget Sound Power & Light Company, 
consisting of a street railway operation in the City of 
Everett, Washington and an interurban railway operation 
between the cities of Everett and Snohomish. 

During the period from 1924 to 19311 supervised among 
other utility operations the transportation business of 
Tampa Electric Company, Florida Motor Lines, Jackson¬ 
ville Traction Company, Savannah Electric and Power 
Company, Columbus Electric and Power Company, North 
Coast Transportation Company, and Puget Sound Power 
& Light Company. 

[R. p. 2228] Since December 1937 the transportation 
operations of the subsidiary companies of Engineers Pub¬ 
lic Service Company have come under my supervision, in¬ 
cluding those of a respondent, Virginia Electric and Power 
Company. 

For the past 17 years I have participated in the super¬ 
vision of utility operations having gross revenues of over 
$50,000,000 annually and during that period I have par¬ 
ticipated in a supervisory capacity in the issue of 
approximately $310,000,000 of various classes of public 
utility securities. 

• * • * • 

(By Mr. Moore) 

[R. p. 2232] Q. Mr. Barnes, you referred to “incremental 
costs” in your previous answer as distinguished from 
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“allocated costs.’’ Just wliat do you mean by “incre¬ 
mental costs”? A. Incremental costs represent out-of- 
pocket expenses and charges which the company incurs as 
a result of continuing business, or which it would be 
relieved of if the business were discontinued, whereas allo¬ 
cated costs represent a proportion of expenses and charges 
irrespective of whether or not they would continue if the 
company were disposed of. 

Q. Mr. Barnes, have you made a study, including among 
other things, consideration of the evidence adduced in this 
case through Mr. Holtzclaw and Mr. Taylor with respect 
to expenses properly chargeable to the Transportation 
Department and future replacement requirements of the 
Bailway Department and your own personal knowledge of 
Virginia Electric and Power Comoanv’s business, to deter- 
mine the net annual increment cash accruing to the com¬ 
pany from its transportation operations based on the level 
of 1940 earnings and, if so, please present the results of 
this study at this time? A. I think the statement submitted 
as Engineers’ [B. p. 2233] Exhibit 63 by Mr. Taylor giving 
the results of a studv bv Lvbrand, Boss Bros. & Mont- 
gomerv of the operations of the Transportation Depart¬ 
ment for the year 1940 is pertinent to this question. It shows 
on piige 5 that after allocation of joint expenses on the basis 
adopted by these accountants these operations contributed 
approximately $113,000 to the gross income of the company. 
It is 1 true that this statement also shows that the Bus Divi¬ 
sion contributed some $160,000 to the gross income and the 
Bailway Division was operated at a loss of $47,000, but 
the two services are interdependent and should be so con¬ 
sidered. Included in the deductions made by the auditors 
before arriving at the figure of $113,000 is an item which 
does not represent cash, namely, the accrual for deprecia¬ 
tion of $5S3,000 allocated to the Bailway Division, a sub¬ 
stantial part of which represents return of capital to the 
owners of the company, since the railway property, speak- 
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ing generally, will not be replaced in kind when it wears 
out or is abandoned. Mr. Holtzclaw testified that a study 
of the cash requirements of the Railway Division for 
replacements during the next 15 years shows they would 
average $50,000 annually. Furthermore, in the allocation 
of joint expenses of these transportation operations, there 
are certain charges which, if the Transportation Depart¬ 
ment were disposed of, would have to be [R. p. 2234] borne 
by the remaining operations of the company, principally 
the light and power system. Mr. Holtzclaw has testified 
that these items aggregate some $244,000 annually. Of this 
amount, $94,000 has been charged to light and power and 
gas expenses and credited to transportation revenues by 
Mr. Taylor. In addition, Mr. Taylor charged light and 
power and gas expenses some $2,000 for car and bus adver¬ 
tising. Thus the net book increase—as distinguished from 
cash increase—in light and power and gas expenses would 
be $148,000 and would reduce the company’s Federal income 
tax liability by $44,000, assuming a tax rate of 30 percent, 
which rate the company is now using for its accruals. 
These two items, namely, $94,000 and $2,000 for employee 
transportation and for advertising respectively are not 
cash revenue to the company and should be excluded. Add¬ 
ing up all of the items which I have discussed, the net 
annual increment cash from the transportation operations 
available to the company based on the level of 1940 earnings 
is some $750,000. 

* * • # • 

[R. p. 2238] Q. (By Mr. Moore) Mr. Barnes, have you 
made an analysis of the value to Virginia Electric and 
Power Company of its transportation business, if it is 
permitted to retain this business for the next fifteen years, 
as compared with the amount which might reasonably be 
expected to be realized if the company undertook at this 
time to sell or otherwise dispose of its transportation prop¬ 
erties and business and, if so, please present at this time 
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the results of this study? A. I have prepared an analysis 
of the value to Virginia Electric and Power Company of 
its transportation business based on the 1940 level of 
operations and a comparison of this value with an estimate 
of what might be realized if [R. p. 2239] the company 
attempted to sell this transportation business. 

Mr. Moore: Mr. Examiner, we now offer this exhibit for 
identification as Engineers’ Exhibit No. 123. 

The Examiner: It will be so marked for identification. 

(The document referred to was marked Engineers’ 
Exhibit No. 128 for identification.) 

Q. i(By Mr. Moore) Will you continue, Mr. Barnes, and 
explain this exhibit? A. This exhibit shows the various 
items of annual increment cash available to Virginia Elec¬ 
tric and Power Company from transportation operations 
to which I have previously testified amounting to some 
$750,000 annually. If the company continues to operate 
this business and if earnings continue at the 1940 level 
and assuming further a remaining life of the existing 
railway property of fifteen years, the present worth at 
6 per dent of this annual income is $7,2S4,000. In addition, 
assuming that the transportation business is to be sold at 
the end of fifteen years on the basis which we estimate it 
would bring, if sold today, its present worth is $SS0,000, 
or a total present worth of the transportation business to 
Virginia Electric and Power Company of $8,164,000. The 
second computation is the determination of the estimated 
sale’s realization if the transportation business were dis¬ 
posed of at this time. The basis used in this exhibit for 
[R. p. 2240] this determination is as follows: The present 
net operating revenue before depreciation as determined 
by Lybrand, Ross Bros. & Montgomery is $935,000. Based 
on my: knowledge and observation of the market value of 
similar properties, such earnings are valued at approxi- 
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mately six times where service is furnished by bus opera¬ 
tion. Applying this factor to the Virginia earnings gives 
a valuation of $5,610,000 for a system completely equipped 
with buses. The estimated cost of converting the Virginia 
system from railway to bus based on the assumption that 
325 buses would be required is $2,500,000 and in addition 
the purchaser would have to assume the cost of abandon¬ 
ment of railway operations—which consists principally of 
paving—estimated at $1,000,000. With these out-of-pocket 
costs aggregating $3,500,000 the estimated market value 
would, therefore, be $2,110,000. This market value would 
be augmented as a result of savings in income taxes. The 
tax base of the transportation assets at this time is approxi¬ 
mately $4,915,000. If the property were sold for $2,110,000, 
the company would suffer a deductible loss of $2,805,000-. 
Assuming that the tax rate for Federal corporate income 
taxes for the year 1941 s 30 per cent, which is the basis the 
company is using for accrual, the company would effect a 
saving of $S42,000 in its income tax liability for the cal¬ 
endar year 1941, on the assumption that the property was 
sold in this year. Thus the aggregate [R. p. 2241] sale’s 
realization would be $2,952,000. Summarized, this exhibit 
shows the present worth of the transportation business to 
the company, if the company continues to operate it for 
15 years on the 1940 level of earnings, to be $8,164,000 as 
compared with an estimated sale’s realization, if sold on 
the basis of its estimated market value and giving effect to 
Federal tax savings, of $2,952,000. The item of $8,164,000, 
predicated as it is on 1940 conditions continuing for 15 
years, is subject to variations up or down, depending on 
what conditions are actually realized in the future, but the 
margin of difference between that amount and the estimated 
sale’s realization is so great that, in my opinion, no foresee¬ 
able variation could wipe it out and may in fact increase it. 

Mr. Moore: Mr. Examiner, we now offer this as Engi¬ 
neers’ Exhibit 128. 
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The Examiner: Let it come in under that number. 

(Engineers’ Exhibit No. 12S for identification, was 
received in evidence.) 

Q. (By Mr. Moore) Mr. Barnes, you understand that 
Mr. Taylor has been authorized by the Directors of Vir¬ 
ginia Electric and Power Company to make, and is now 
engaged in making, a revision of the figures which were 
submitted in Engineers’ Exhibit 63, based on a time study 
of joint employees to be [R. p. 2242] used as a basis of 
allocation in substitution of the method of allocation on 
the bitsis of gross earnings which he used in this exhibit. 
What effect, if any, will the changes which he makes as 
a result of this study have on your conclusion? A. To the 
extent that this revision changes the allocation of cost 
of joint employees whose salaries will have to be absorbed 
by the Electric and Gas Departments, there will be no net 
effect on the figures which I have used, because any reduc¬ 
tions Or increases in the allocations of such employees will 
be offset by corresponding increases or reductions in the 
gross income of the Transportation Department, so that 
the annual incremental cash from transportation opera¬ 
tions will not be affected. However, any change affecting 
the gross income of the Transportation Department will 
affect the estimated sale’s realization to the extent of six 
times the amount of such change. In other words, if as 
a result of his revision, net operating revenues are 
increased, the estimated sale’s realization will be increased 
six times the amount of such increase and, correspondingly, 
if his revision reduces net operating revenues, the esti¬ 
mated sale’s realization will be reduced by six times the 
amount of such reduction. Such revision will also affect 
the amount to be realized from Federal income tax savings 
to the extent of 30 percent of the change up or down, as 
the case may be, in the total sale [R. p. 2243] price of the 
transportation system. In other words, if his adjustment 



525 


Donald C. Barnes—Direct Examination (Cont.) 
Virginia Transportation (Cont’d) 

results in a decrease in net operating revenue, this will 
correspondingly reduce the estimated sale price, and this 
in turn would serve to increase the amount of the Federal 
tax saving to the extent of 30 percent of the decrease in 
the estimated sale price, and vice versa, if his revision 
results in an increase in net operating revenue it will serve 
to decrease the amount of the Federal tax saving to the 
extent of 30 percent of the increase of the estimated sale 
price. 

* * # # * 

Q. Mr. Barnes, it appears from Engineers’ Exhibit 9 
[R. p. 2244] that as of December 31, 1940 the book value of 
the transportation property, railway and bus combined, 
was $13,560,960. Based on Engineers’ Exhibit 128, and 
with particular reference to the item shown thereon as 
annual incremental cash from transportation operations 
available in the amount of $750,000, based on the level of 
1940 operations, within what period of time would the 
company recover the amount at which the transportation 
property was carried on the books as of December 31, 
1940? A. If this annual incremental cash from transpor¬ 
tation operations of $750,000 is invested in the light and 
power operations and earns a 6 percent return, it will 
amount to the total book value of the transportation prop¬ 
erty in 12.6 years. In other words the amount of an annuity 
of $750,000 at 6 percent interest would be $13,560,960 in 
12.6 years. 

Q. In other words, in substantially less than the 15-year 
period to which you referred the company would actually 
recover the full book value of the entire transportation 
property, if it is permitted to retain the transportation 
business? A. That is correct. 

• • • • • 
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DONALD C. BARNES 

Cross Examination 

• * * • • 

(By Mr. Fischgrund) 

[R. p. 2258] Q. The transportation department would 
become such a burden when and if it operated at a net loss? 
[R. p. 2259] A. Yes. To answer your question specifically, 
if the $750,000 of net increment in cash were wiped out, 
I would say that from that point on the transportation 
operations would become a burden on the company and 
would, from that time on, result in imposing a burden on 
the light and power and gas operations but, as I testified, 
at this time I see no prospect of any such condition 
developing. 

Q. You would not say, would you, that the railway 
division operating as it does at a net loss, is a burden on 
the bus operations, would you? A. No, I do not think it is 
a burden on the bus operations. 

Q. Because you regard the two operations as inter¬ 
dependent? A. That is correct. I regard it as really a 
single business, namely, the transportation business, part 
of it being done by street cars and part being done by 
automobile busses. It is just the same as if you had delivery 
wagons, some of them driven by horses and some by auto¬ 
mobiles. It is all part of the delivery service. 

Q. You will note in the Taylor Report and as you testi¬ 
fied that the gross income of the bus division for 1940 was 
approximately $160,000 and that the gross income of the 
railway division was approximately $47,000 in the red? 

Mr. Moore: Would you mind reading that question 
again? [R. p. 2260] I think you did not say what you 
meant. 

Mr. Tucker: You said gross, you meant net? 

The Witness: No, gross income. 
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(Whereupon, the pending question was read by the 
Reporter.) 

Mr. Moore: Gross income? 

The Witness: Gross income is correct. 

Mr. Moore: All right. 

Q. (By Mr. Fischgrund) And also you testified that the 
book value of the transportation property account amounted 
to some $13,561,000? A. Are you through with the ques¬ 
tion? 

• * • • • 

Mr. Moore: He said that Engineers’ Exhibit No. 9 
showed that to be the fact. 

Mr. Fischgrund: Showed that the transportation prop¬ 
erty account was $13,561,000? 

Mr. Moore: That is right. 

Q. (By Mr. Fischgrund) Now, Mr. Barnes, deducting 
the $47,000 of railway gross income deficit from the $160,000 
of bus income leaves a balance of $113,000, does it not? A. 
It does. 

Q. Which represents a return of .83 percent on the 
amount of the transportation investment— [R. p. 2261] 
A. (Interposing) Are you asking me if it does or are you 
telling me? 

Q. I am stating that as a fact. If you find any reason 
to believe that it isn’t— A. (Interposing) I haven’t made 
the computation but it looks as if it might be about that. 

• • • • • 

[R. p. 2268] Q. Do you contemplate that if the company 
continued operating as it does now for the next fifteen 
years, that after fifteen years there would suddenly be a 
change from railway to bus or that gradually, over that 
period, there would be a change from railway to bus? 
[R. p. 2269] A. My expectation would be, based on the 
present outlook, that the existing rail system would last 
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pretty nearly intact for the fifteen year period; that at the 
end of that time, it might be expected the system would 
be changed over possibly in a period of a year, from rail 
operation to bus operation. It is impossible to predict, 
with accuracy, when that time would occur. I think Mr. 
Jones Testified that, in his opinion, the bulk of the trans¬ 
portation service now furnished by rail would be so fur¬ 
nished for a further period of fifteen years. When the 
change is made on a wholesale basis from rail to bus opera¬ 
tion, it probably will be done within a period of a year 
or a year and a half. 

Q. In effect then, what you mean is that since this 
change is comtemplated fifteen years hence, by allowing 
the railway to remain with the electric light and power 
operations, the electric light and power department can 
absorb the accrual to take care of the change in the 
future? A. Is that the end of your question? 

Q. (Continuing) By the amount of cash obtained from 
the railway department representing depreciation, is that 
not correct, Mr. Barnes? A. It is not correct, if I under¬ 
stand 'the question correctly. The replacement of rail 
operations by busses at the end [R. p. 2270] of fifteen years 
will hhve imposed no burden whatever on the light and 
power department. The company is accruing cash from 
its transportation operations to the extent of $750,000 a 
year. It elects, rather than to put that money in the 
bank and get no return on it, to invest it in its light and 
power business. That is no burden to the light and power 
business because the light and power business, if it did 
not get the money from that source, would have to sell 
securities and raise the money from the public or have 
its parent, if it then has one, make a capital contribution, 
as it has done in the past, so that at the end of fifteen 
years, the light and power department will not have been 
burdened. The company will be in a financial position to 
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obtain the cash necessary for the replacement of the rail 
operation. 

• • • • • 

[R. p. 2272] Q. And a purchaser of the transportation 
department similarly, if cash depreciation monies were 
invested in other securities for the next fifteen years, could 
issue securities against the investment in such other secu¬ 
rities, to finance the conversion from railway to bus? A. 
He could do that or he could sell the securities that he 
bought for his depreciation fund. I do not know why he 
would make an investment trust out of himself and sell 
securities against his securities. 

• • • • • 

Q. Now, in determining the present worth of the trans¬ 
portation department to the company as distinguished 
from a sale, you assumed that the transportation prop¬ 
erties would immediately be converted into bus operations 
upon sale? A. I did. 

Q. And in so doing, you used $935,000 of net operating 
revenue before depreciation which represents net operating 
revenue of both the railway and the bus departments, does 
it [R. p. 2273] not? A. That is correct. 

Q. Don’t you believe that if the railway operations were 
converted to bus operations, there would be more gross 
revenues and more net operating revenues after such con¬ 
version? A. I do not know of any reason why there should 
be more gross operating revenues after the conversion to 
bus than before conversion to bus. Street cars offer, in 
my judgment, as attractive a means of transportation as 
the busses do, and I see no reason why the substitution of 
busses for street cars would, in any way, tend to improve 
the transportation receipts of the company. The total oper¬ 
ating expenses of the railway division were $1,915,000 in 
the year 1940. They carried substantially the same number 
of passengers on the street cars as were carried on the 
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busses during that year. The total operating expenses of 
the busses were $2,177,000 in that year so that actually, on a 
cost-per-passenger basis, the bus operation is somewhat 
more expensive than the railway operation even before 
depreciation so that I think, in using the figure of $935,000, 
if I erred at all, I have erred on the side of inflating the 
price that might be expected from the sale of the trans¬ 
portation properties rather than understating it. 

Q. At present, the railway department showed a net 
income before depreciation of some $536,000, using the 
figures [R. p. 2274] in Mr. Taylor’s Report? A. The figure 
which I have is $532,000. 

* # * • • 

Q. How much would you say, Mr. Barnes, the railway 
properties are worth? A. That depends on who they are 
worth to. 

Q. Would you say that they are not worth anything to 
anyone beside the company? A. I do not think you could 
find anybody to buy them for the purpose of operating 
them. I will explain that if you would like to have me. 

Q. If you would very briefly, Mr. Barnes, please. A. The 
financial history of street railway transportation opera¬ 
tions for the last ten years has shown an extremely bad 
record. It has been full of receiverships, reorganization 
and disaster. As a result, in my opinion, it is practically 
impossible at this time to find any public market for the 
financing of street railway operations. 

Q. The reason that you do not think you could sell the 
railway properties as they are is the fact that railways, 
generally, have a very bad record throughout the country? 
A. Street railways, yes, sir. 

Q.'And the reason they have a bad record is that the 
[R. p. 2275] investment cost of a railway, that is the amount 
of the investment originally necessary for the railway was 
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very high compared to present-day earnings, is that not 
true? A. That was one reason for the disaster that over¬ 
took the street railway business. It had a large amount of 
capital invested in providing transportation service and, 
as a result of private automobile competition, it lost a sub¬ 
stantial amount of its business and was not able to earn a 
return on the investment required to provide the facilities. 

Q. It had not only a high amount of investment but it 

had a large amount of debt which it could not meet? A. 

Some companies had large amounts of debt and some had 

moderate amounts of debt. Thev have all been in difficultv. 

• • 

Q. Does that mean that a railway system which showed 
a net income before depreciation of $540,000 with a rea¬ 
sonable prospect of such income for the next ten years or 
more, could not be sold, if it may not be necessary to saddle 
a large investment cost or a large amount of debt upon the 
company? A. In my judgment, anybody who wanted to 
purchase a transportation system and I assume you refer 
to the railway system in Virginia from your figure of 
$540,000, because the balance of earnings before deprecia¬ 
tion of Virginia is $532,000, would not be able to raise the 
capital necessary to finance the purchase of such a system. 

Q. You think he could finance the raising of capital 
[R. p. 2276] to purchase a bus system even though there 
was no more net income before depreciation from the bus 
operations? A. Yes, I think he could. 

Q. In your opinion, would it be good business for one 
purchasing the transportation department of Virginia 
Electric and Power Company to spend $3,500,000 imme¬ 
diately upon such purchase to obtain new busses when he 
could not obtain any more gross revenues or net operating 
revenues from the replacement of the railway with busses? 
A. I do not think he could finance the purchase of the 
transportation business unless he financed it on the basis 
of 100 percent bus operation. I do not think he could 
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raise the money to finance a continuance of the street rail¬ 
way operation. 

Q. i Assuming, Mr. Barnes, however, that it would not 
be necessary for him to raise the money, from an operating 
standpoint only, would you consider it advisable to invest 
$3,500,000 more in the transportation operations immedi¬ 
ately upon acquisition when no more money in net operat¬ 
ing revenues could be obtained as a result of the 
investment? A. Obviously not or I would recommend to 
the Virginia directors that they authorize the immediate 
substitution of bus transportation for rail operation in 
Virginia. 

Q. You did so authorize it? A. Obviously not or I would 
ask the directors to authorize it. 

[R. p. 2277] Q. I did not get that. A. I said obviously I 
did not think it was advisable to substitute busses for rail¬ 
way or I would ask the directors of Virginia Electric and 
Power Company to authorize it now. 

Q. The only reason that you think that the capital 
necessary to purchase the transportation department of 
the company and operate it as it is being operated could 
not be obtained is that railway operations of the country 
generally have a black record? 

The Witness: Will you read that back? 

(Whereupon, the pending question was read by the 
Reporter.) 

The Witness: Yes, I think that is the fundamental 
reason why capital is not available for investment in street 
railway operations. 

[R. pi 2278] Q. (By Mr. Fischgrund) Do you think if any¬ 
one invested their money or any bank invested its money 
in the bus and railway properties to be operated as they 
are now, that that money would be any less secure, as a 
matter of fact, than if it were invested in solely bus prop¬ 
erties? A. I think if money were invested in wholly bus 
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operations, it would be more securely invested than it 
would be if it were invested in partly rail operations and 
partly in bus operations. 

• • • • • 

[R. p. 2278] Q. Have you made a study at all, Mr. Barnes, 
to determine if any railway systems in the country have 
been sold during recent years as railway systems and 
continued in operation as such? A. I do not know of any 
that have been. 

Q. Did you conduct any study at all to determine if 
any had been so sold? A. Yes; I found certain properties 
that had been sold and converted to bus operation but I 
have not found any properties that have been sold and 
continued as rail [R. p. 2279] operations. 

Q. How did you conduct that study? A. I got the finan¬ 
cial reports of companies engaged in the transportation 
business. The only company that has been active in acquir¬ 
ing transportation operations that I was able to locate 
was the National City Lines. They have been active in 
acquiring transportation properties but, in every instance, 
have converted railway operation to bus operation. 

Q. Did you only study the acquisitions by the National 
City Lines? A. I endeavored to secure information with 
reference to the acquisition of the Jacksonville Traction 
Company by City Coach Lines, Inc., but was unable to 
find any detail as to the basis on which the properties were 
transferred, but I did find that the transportation opera¬ 
tions were changed from rail operation to bus, and I did 
find the market value of that propetry on the basis of 1939 
earnings and market values of securities. 

Q. The National City Lines is connected with certain 
manufacturers of busses, is it not? A. A substantial 
amount of the preferred stock of the National City Lines 
was originally subscribed by bus manufacturers. I am 
informed that of the original issue of preferred [R. p. 2280] 
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stock, the Mack Truck Company subscribed to $500,000 of 
preferred stock; the Yellow Coach Company, a subsidiary 
of General Motors, subscribed to $500,000; Firestone Tire 
Company subscribed to $400,000; and Phillips Petroleum 
Company to $300,000. That is a total of $1,700,000. Since 
that time, there has been a public offering of preferred 
stock and, according to the financial statement for Decem¬ 
ber 31, 1940, there was outstanding in the hands of the 
public $3,325,000, of which $1,700,000 represents the amount 
originally issued to these bus, tire, and oil companies. The 
remainder of the capital of that company consists of 
$750,000 par value of Class A common stock and $200,000 
of cohunon stock. The company had outstanding on Decem¬ 
ber 31, 1940 $1,938,000 of equipment and other obligations 
and it had subsidiary debt outstanding in the amount of 
$234,000. 

Q. As a matter of fact, National City Lines is, to your 
knowledge, controlled by certain bus manufacturers, is it 
not ? A. I do not think it is controlled by them. The 
computation which I made indicates that they have about 
11 per cent of the voting power of National City Lines. 

Q. Do you know who has the rest of it? A. There 
are, I think, about 350—I haven’t the figure with me. As 
I recall it, there are about 350 common stockholders and 
about the same number of preferred stockholders. 

[R. p. 2281] Q. Do you know whether or not the common 
stockholders are, for the most part, engaged in bus manu¬ 
facturing, tire or oil businesses? A. I cannot state of my 
own knowledge but I can state that brokers who issued the 
preferred stock that was sold to the public stated that 
the company was not controlled by bus manufacturers. I 
have no doubt, however, that they may have some impor¬ 
tant influence in the policies of the National City Lines. I 
do not know. 

Q. Do you know if the City Coach Lines, Inc., is also 
connected with any bus manufacturers ? A. I was not able 
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to find out anything further about City Coach Lines, Inc. 
They are not listed in Moody’s Manual. 

Q. Did your study embrace any cases in which the 
transportation properties have been sold to companies 
other than National City Lines or City Coach Lines, Inc.? 
A. They were the only ones that I was able to discover 
unless you want to go back a longer period than within 
the last 10 years. For instance, the Puget Sound Power 
and Light Company sold its rail operations to the City 
of Seattle in 1919. The City of Detroit purchased the 
street railway line in Detroit shortly after that time, but 
since those two sales were made, I know of no substantial 
sales of street railway [R. p. 2282] properties, and I think 
if there had been, they doubtless would have come to my 
attention because I am constantly keeping in touch with 
matters of that kind in connection with the operation of 
Engineers Public Service Company. 

Mr. Lester: Do you know whether or not National City 
Lines is now actively engaged in buying transportation 
properties and turning them into bus properties? 

The Witness: Yes, I think they still are. 

Mr. Lester: Have they ever approached Virginia Elec¬ 
tric and Power Company, to your knowledge ? 

The Witness: The only approach I know of was in con¬ 
nection with Petersburg, and my information is that that 
was done under the name of the Rex Finance Company or 
some similar name. 

Mr. Lester: I had understood that the Rex Finance Cor¬ 
poration was involved in Gulf States. 

The Witness: I may state the fact in connection with 
the Gulf States area, the property in Beaumont which was 
formerly owned by Eastern Texas Electric Company, a sub¬ 
sidiary of Engineers Public Service Company, and the 
properties in Port Arthur and the bus operation between 
Port Arthur and Beaumont were sold to the National City 
Lines, and the offer for purchase of the transportation 
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system in Baton Rouge, it is my understanding, was made 
by National City Lines. 

Q. 1 (By Mr. Fiscbgrund) You would not say, Mr. Barnes, 
that your study as [R. p. 2283] to the sale of transportation 
properties was complete in that it covered every sale of 
railway or bus properties within the past five years? A. 
No, I would not say that, because I do not know where to 
go to get such information. 

Q. Was your study of this made quite recently? A. 
Yes, it was made in connection with this pending issue. 

Q. That is, you made it within the past month or two ? 
A. Within the past three months, I would say. 

• * * • • 


C. B. TAYLOR 

Further Direct Examination 

• • * • • 

(By Mr. Moore) 

[R. p. 3449] Q. The resolution of the board of directors 
which you have referred to and which is Engineers’ Exhibit 
124 required that you make recommendations as to the 
method of allocating expenses between departments and 
that such recommendations should be adopted by Virginia 
Electric and Power Company effective July 1,1941. Did you 
make such recommendations and have they been made effec¬ 
tive by the company? A. We have made such recommenda¬ 
tions and they are embodied in our report dated August 1, 
1941. 1 The company has been fully informed by us as to 
these recommendations as our work proceeded and they 
are being currently followed in the company’s regular ac¬ 
counting procedures since the beginning of July. 

Mr. Moore: Mr. Examiner, we now ask that this docu¬ 
ment [R. p. 3450] be marked for identification as Engineers’ 
Exhibit No. 202 and so received in evidence. 
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Mr. Lester: I do not think that it has been properly 
identified as yet. The witness has not stated that it was 
prepared under his supervision and direction. 

Q. (By Mr. Moore) Mr. Taylor, was this report pre¬ 
pared by you, or under your supervision? A. Both by me 
and under my supervision. 

Q. Do you believe the document to be accurate and 
correct? A. I do. 

Mr. Moore: We now ask that it be marked for identifica¬ 
tion as Engineers’ Exhibit No. 202 and that it be admitted 
in evidence by that number. 

The Examiner: Very well. The report will be admitted 
in evidence under the exhibit number mentioned. 

(Engineers’ Exhibit No. 202 was received in evidence.) 

Q. (By Mr. Tucker) Will you describe briefly the con¬ 
tents of your report dated August 1,1941 ? A. The body of 
the report is divided into six sections, viz: 

I Pay Roll Allocations; 

[R. p. 3451] II Joint Expenses; 

III Interdepartmental Services; 

IV Joint Use of Facilities; 

V Merchandise and Jobbing; 

VI Bases of Apportionment of Joint Items 
Should be Reviewed Periodically. 

Each section contains our recommendations as to the 
accounting procedures appropriate to the subject being 
dealt with. Then follows the departmental income state¬ 
ments for the year 1940 adjusted to give effect to the rec¬ 
ommendations made in the preceding part of the report. 
The first statement shows the income of the company first 
in total and then classified as between the electric, gas, and 
transportation departments; the second statement shows 
the income of the transportation department subdivided 
into its railway and bus divisions; and the third statement 
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shows the results of merchandising and jobbing activities 
in total and also subdivided between electric and gas. A 
further statement is included to show a reconciliation be¬ 
tween net operating revenues per books and net operating 
revenues shown by the preceding statements. There is also 
an appendix containing a tabulation of ratios to be used for 
the year 1941 in allocating the pay roll, where joint em¬ 
ployees are concerned. 

Q. Will you explain generally in what way this report 
differs from your report of May 1, 1941, which was marked 
[R. p. 3452] “Engineers" Exhibit Xo. 63”? A. Our report 
of May 1,1941, was prepared from what data was then avail¬ 
able for the purpose of segregating the income of the com¬ 
pany for the year 1940 between its electric, gas, and trans¬ 
portation departments. The report of August 1, 1941, was 
prepared after an extensive study with the view to develop¬ 
ing detailed accounting procedures under which the com¬ 
pany, commencing July 1,1941, would be in position to make 
a complete accounting on its books for the allocation of all 
joint items to the departments affected, and to merchandise 
and jobbing. The more important items of difference in 
departmental net income for the year 1940 shown by the 
two reports are caused by a more comprehensive pay roll 
study, use of the common utility plant classification, and 
substitution of operating and fixed charges for the rental 
basis in accounting for use of joint buildings, transferring 
property from one department to another, and introducing 
fixed charges on buildings to stores and transportation 
expense clearing accounts. These adjustments in turn cause 
a change to be made in the allocation of Federal income and 
capital stock taxes, and to some extent, in interest and 
amortization of long-term debt. I believe the recommenda¬ 
tions (contained in the report of August 1, 1941, are such as 
will enable the company to establish a sound departmental 
accounting structure, and which, if properly maintained, 
will [R. p. 3453] permit the results of departmental opera¬ 
tions to be fairly reflected on the company’s books. 
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Q. You mention a change to be made in the allocation 
of Federal income and capital stock taxes and to some 
extent in interest and amortization of long-term debt. Do 
I understand you to mean that you recommended using 
different bases for the allocation of these items from the 
bases you used in your report of May 1, 1941? A. The 
method of allocation recommended as to these items is 
exactly the same as the method adopted in our report of 
May 1, 1941. Inasmuch as the Federal income and capital 
stock taxes are allocated on the basis of the taxable net 
income of each department, any change in that taxable 
income necessarily would change the amount to be allocated 
to each department. In the same way, if a change is made 
in the amount of property of cacli department subject to 
the mortgage, the ratio of apportionment of the interest 
and amortization of long-term debt would correspondingly 
change. 

* # # • • 


J. G. HOLTZCLAW 


* • * • * 

Further Direct Examination 

* * * • • 

[R. p. 3959] Q. (By Mr. Moore) Mr. Holtzclaw, you have 
heretofore testified in this proceeding as to certain items of 
expense borne by or chargeable to the Transportation De¬ 
partment of the Company which would have to be absorbed 
by the Electric and Gas Departments if the [R. p. 3960] 
Company were required to divest itself of its transporta¬ 
tion business, this study being based on figures brought out 
in connection with the Taylor Report of May 1, Engineers’ 
Exhibit No. 63. Have vou made further studv to determine 

* m> 

w T hat effect, if any, the figures in the final Taylor Report of 
August 1, Engineers’ Exhibit No. 202, have upon your 
previous testimony as to expenses which would have to be 
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absorbed by the other departments of the company, if the 
transportation department were disposed of? A. I have. 

Q. Mr. Holtzclaw, you previously testified, on pages 
1067 to 1073 of the transcript, that the expenses of the 
Electric and Gas Departments would be increased by $243,- 
952 if the Transportation Department were disposed of; 
based upon the study which you have made, using figures 
prepared by Mr. Taylor in connection with his final report 
of August 1, Engineers’ Exhibit 202, what is the figure 
corresponding to this $243,952, by which the expenses of 
the Electric and Gas Departments would be increased, if 
the Transportation Department were disposed of? A. 
$249,208. 

Q. Have you prepared in exhibit form a tabulation 
showing in detail the result of vour studv ? A. I have. 

[R. p. 3961] Q. Does this tabulation in your opinion ac¬ 
curately represent the amount of expense at present being 
borne by the Transportation Department of your company, 
which would have to be absorbed by the other departments 
if your company were required to divest itself of its trans¬ 
portation business? A. It does. 

Mr. Moore: Mr. Examiner, we now ask that this tabula¬ 
tion be marked Engineers’ Exhibit No. 228 for identification 
and that it be received in evidence under that number. 

The Examiner: It is so received. 

(Engineers’ Exhibit No. 228 was received in evidence.) 

Q. (By Mr. Moore) Then, what is the difference by 
which the expenses which would have to be absorbed by 
the Electric and Gas Departments would be increased or 
decreased as compared with your previous estimates? A. 
An increase of $5,256. 

Q. Is that difference sufficiently large, in your judgment, 
considering the purpose of your previous testimony on this 

subject:, to make this difference material? A. It is not. 

• * • • • 
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EXPLANATION WITH RESPECT TO CERTAIN 
EVIDENCE INCORPORATED IN THE RECORD 
OF CASE UNDER REVIEW. 

Virginia Electric and Power Company and Gulf States 
Utilities Company, respondents in the case under review, 
filed their respective applications with the Securities and 
Exchange Commission pursuant to Section 2(a)(4) of the 
Public Utility Holding Company Act of 1935 requesting 
that they, respectively, be declared not to be a gas utility 
company as defined in said Section 2(a)(4). 

Hearings on said applications were conducted before a 
Trial Examiner of the Securities and Exchange Commission 
prior to hearings in the case under review. 

At a hearing held June 5, 1941 before Robert E. Healy 
(presiding) and Sumner T. Pike, Commissioners of the 
Securities and Exchange Commission, it was ordered that 
the record in the cases involving the two applications above 
mentioned should be incorporated by reference, or trans¬ 
ferred, into the record of the case under review. The follow¬ 
ing is a quotation from that portion of the record of the case 
under review appearing at R. pp. 1482 and 1483: 

‘ ‘ Commissioner Healy: What was the reason that 
the evidence regarding those two gas subsidiaries 
that we decided yesterday, or two days ago, the gas 
utility subsidiaries of Gulf and Virginia, shouldn’t 
be transferred by stipulation into the record and 
supplemented in any way that is desirable and 
proper? Do you see any objection to that? 

Mr. Lester: If the facts can be agreed upon, I 
hope they can be. 

Commissioner Healy: I am not asking you if the 
facts can be agreed upon and stipulated; I am asking 
you if there is any reason why the records made in 
the proceeding involving those two proceedings can 
not be transferred into this proceeding of 11(b)(1) 
and then be supplemented in any way that counsel 
on either side may urge as appropriate and proper? 
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Mr. Lester: I think they can be. There is a great 
deal of argument on questions of admissibility on 
both sides. 

Commissioner Healy: That is part of the legal 
process. We can’t do anything about that. The Com¬ 
mission thinks that the record in those two cases, 
the case involving those two gas subsidiaries should 
be transferred by stipulation, or by order. Now, Mr. 
Tucker makes no objection to it. 

Mr. Tucker: I will agree to such a stipulation 
right here now. 

Commissioner Healy: It is ordered and trans¬ 
ferred right here now.” 

The following excerpts (comprising Appendix pages 542 
to 578, inclusive) have been taken from the transcript of 
hearings on the above mentioned application of Virginia 
Electric and Power Company. The numbers in brackets 
appearing in such excerpts indicate the paging of the cer¬ 
tified transcript, but are not the same as the paging of the 
original reporters’ transcript. 

[R. p. 4862] ROBERT J. THROCKMORTON 

was thereupon called as a witness for and on behalf of the 
applicant and, having been first duly sworn, testified as 
follows: 

Direct Examination 

Q. (By Mr. Moore) Will you please state your name, 
age, residence and occupation? A. Robert J. Throck¬ 
morton; 49 years of age; 812 Stockley Gardens, Norfolk, 
Virginia. I am employed as Vice-President of Virginia 
Electric and Power Company, in charge particularly of the 
Norfolk Division. 

Q. Will you state briefly what has been your educa¬ 
tional background and business experience? A. After com- 
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pleting preparatory schools in Richmond, I graduated from 
Virginia Military Institute in 1912 with Bachelor of Science 
degree, and later received a degree in [R. p. 4863] Elec¬ 
trical Engineering. 

From June, 1912 to October, 1912, I was employed by 
American Locomotive Company at Richmond as helper in 
the Electric Welding Department. 

I started to work with the Virginia Railway and Power 
Company in 1912. From October, 1912 to September, 1913, 
I worked in the Overhead Line department, Richmond; 
from September, 1913 to June, 1916, I worked in Distribu¬ 
tion Engineering, Richmond; from June, 1916 to August, 
1919, I was in the Army; from August, 1919 to October, 
1919, I worked in Distribution Engineering in Richmond; 
October, 1919 to 1923, Distribution Engineer, Norfolk; 1923 
to September, 1926, Superintendent Light and Power, Nor¬ 
folk; September, 1926 to November, 1929, Manager Elec¬ 
tric Department System, headquarters at Richmond; No¬ 
vember, 1929 to September, 1934, Vice-President, Norfolk 
Division, Norfolk; September, 1934 to April 1,936, Vice- 
President Electric Department, Richmond for the system. 

Since April, 1936 I have been Vice-President of the 
Company in charge of the Norfolk Division, electric, trans¬ 
portation and gas, and in connection with the above positions 
have become personally familiar with all important parts 
of the area served by the Company, and particularly with 
the Norfolk District, including the Gas Department of the 
Company, which is limited to Norfolk and [R. p. 4S64] 
suburbs. 

• * • • * 

(By Mr. Moore) 

[R. p. 4871] Q. Have you any comments with regard to this 
picture, Mr. Throckmorton?* A. With respect to the air 
view of the gas plant, it will be noted that the plant is 


* Virginia Electric and Power company Exhibit 2 [R. pp. 9833-9834], 
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located practically in the heart of the City of Norfolk so as 
to make it necessary that the plant at all times have a neat 
and attractive appearance and that it be operated efficiently 
with the minimum mount of inconvenience to the surround¬ 
ing [R. p. 4872] area. 

• • • • • 

[R. p. 4872] Q. (By Mr. Moore) Will you now briefly state 
what is the relationship from an operating standpoint of 
the Gas Department to the Electric and Transportation 
Department? A. The manufacture and distribution of gas 
in the City of Norfolk has been a closely integrated opera¬ 
tion for a number of years. Since the acquisition of the 
stock of the City Gas Company of Norfolk in 1900 by the 
Norfolk Railway and Light Company, the gas property has 
been a coordinated operation with the Transportation 
Department and Electric Department of the Virginia Elec¬ 
tric and Power Company or its predecessors. 

The Norfolk District served by the Gas Department is 
also served by the Electric and Transportation Departments 
[R. p. 4873] of the Company. The history of its growth 
and expansion has been along lines similar to the growth 
and expansion of the Electric and Transportation Depart¬ 
ments since their beginning. Small companies started up 
in all three branches of service in the early stages, but 
integration during those times was considered advisable 
and these smaller companies were either purchased or 
merged into what is now one integrated company providing 
gas in the Norfolk District and electric and transportation 
service in the district. 

The Gas Department, as is true in the Electric and 
Transportation Departments from a revenue standpoint, 
has been operated as a unit, and statements of revenues, 
expenses and net earnings show that the Gas Department 
has earned a stable net revenue during the whole of the 
last twenty years and has been an asset to the Virginia 
Electric and Power Company. 
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The Gas Department, although operating only in the 
Norfolk District, has the advantage of obtaining services 
from the executives, engineers, specialists, and the other 
departments of the Company, whether located in Norfolk 
or other parts of the system. This has been a very definite 
advantage to the Gas Department, in that for the very 
reasonable charges made for these services against the 
Department, specialists in electrical, mechanical, civil and 
chemical engineering are available. On the other hand, if 
operated [R. p. 4874] as an independent company, it would 
be necessary to either increase the personnel of the depart¬ 
ment to provide these services or obtain them from outside 
sources, in either case at a greater expense. 

• • • • • 

[R. p. 4S79] Q. Will you now proceed to give such further 
rea- [R. p. 4880] sons as you desire to give in support of 
your statement which provoked this discussion. A. Being 
operated as a department of Virginia Electric and Power 
Company not only makes these services available when 
requested but, in the course of operations in these other 
departments, any improvements in efficiencies which may 
be realized in those departments are immediately available 
to the Gas Department. In addition to these, the depart¬ 
ment receives the benefits of a large and experienced per¬ 
sonnel in matters pertaining to legal, accounting and pur¬ 
chasing problems. 

The operations of the department are greatly benefited 
due to this joint use of personnel, particularly with the 
Electric Department, in that all customer contact employees, 
service connections, meter reading, billing and collections 
are handled by combination electric and gas employees. 
This method is also a very definite advantage to the cus¬ 
tomers served. 

Q. What do you mean by “combination electric and 
gas employees”? A. Men who can handle both the gas and 
the electric service. 
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The joint use of facilities is a means of further reducing 
expenses in the department under what they would be if 
it weve operated as an independent company. Combi- [R. p. 
4SS1] nation office building, general store and supply build¬ 
ings and communication svstem are some of these advan- 
tages. The combining of automotive equipment for all 
departments makes it possible for the gas Department to 
carry on its operations with less equipment than would be 
possible if operated as an independent company. 

* • • * • 

[R. p. 4S88] Q. (By Mr. Moore) Mr. Throckmorton, will 
you now make a brief statement tracing the history of the 
Gas Department in the City of Norfolk and vicinity, first tak¬ 
ing up the properties as a whole? A. In 1849, a group of 
Norfolk citizens decided to build a gas plant in Norfolk, 
the principal reason being to supply street lighting for the 
citv, and on Mav 31 of that vear the Citv Gas Association of 
Norfolk came into existence. [R. p. 4889] Shortly after the 
forming of the company a small plant was constructed at 
Walke and Mariner Streets for the manufacture of gas from 
resin. The use of gas at that time, of course, was very lim¬ 
ited and the art of manufacture was in its infancy. Prob¬ 
ably due to the low cost of construction, the resin method 
was decided upon, but from an operating standpoint the 
method proved to be very costly. 

On October 3, 1849, the name of the original company 
was changed to the City Gas Light Company of Norfolk, 
and the charter was approved by an Act of the General 
Assemblv on Januarv 11, 1850. 

ft v 7 

• • • * # 

[R. £>. 4890] On June 2, 1896, the Norfolk Gas and Elec¬ 
tric Company was organized. On June 17, 1896, the City 
Gas Light Company of Norfolk and the Norfolk Gas and 
Electric Company entered into an agreement of merger 
and consolidation and the consolidated company was named 
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City Gas Company of Norfolk. This agreement of mer¬ 
ger and consolidation became effective for accounting 
purposes on July 1, 1896. 

After forming the City Gas Company of Norfolk, the 
electric department of the gas company continued to sup¬ 
ply electric lighting for a short time, but on April 1, 1898, 
the gas company sold its electric properties to the Electric 
Company of Virginia and discontinued the electric depart¬ 
ment. 

Up until approximately the beginning of the century 
the majority of lighting in the homes and commercial estab¬ 
lishments was furnished by the gas company, and a con¬ 
siderable [R. p. 4891] amount of residential cooking was 
being done by gas. 

The Electric Company of Virginia, with the newly ac¬ 
quired electric department of the City Gas Company of 
Norfolk, continued to expand and electricity was rapidly 
replacing gas for lighting. The use of gas for cooking, 
however, continued to increase but since the principal busi¬ 
ness of the gas company had been lighting, and, in view of 
the rapid strides which were being made by the electric 
company in replacing gas lighting with electric lights, the 
owners of the gas company became alarmed at the rapid 
increase in use of electricity and, probably not anticipating 
the increased use of gas for cooking and water heating, 
became skeptical as to its future and offered the property 
for sale to the electric company. 

The old properties of the Electric Company of Virginia, 
together with electric properties acquired from the City 
Gas Company of Norfolk, were acquired by the Norfolk 
Railway and Light Company on November 2, 1899. The 
Norfolk Railway and Light Company had been principally 
interested in Street railway operations, having as some of 
its predecessors the Norfolk City Railroad Company, in¬ 
corporated in 1S66, and the Suburban and City Railway 
and Improvement Company, incorporated in 1887. 
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Tlie Norfolk Railway and Light Company, feeling that 
it could operate the gas property at a much less expense 
than [H. p. 4892] it had been operated, due to its ability to 
combine certain of the facilities for the operation of the 
gas property with its electric and transportation operations, 
negotiated the purchase of the controlling stock of the City 
Gas Company of Norfolk, which was completed on June 30, 
1900. 

In 1906, Norfolk Railway and Light Company leased all 
of its properties, including the City Gas Company of Nor¬ 
folk, to Norfolk-Portsmouth Traction Company for a long 
period of years. In 1911, Norfolk-Portsmouth Traction 
Company was merged into the Virginia Railway and Power 
Company. Norfolk Railway and Light Company was itself 
merged into the Virginia Electric and Power Company in 
1927. 

On July 1, 1925, Engineers Public Service Company 
purchased the controlling interest in Virginia Railway and 
Powet Company, which Company then controlled the City 
Gas Company of Norfolk as lessee. After the purchase of 
control of the Virginia Railway and Power Company, the 
name was changed to Virginia Electric and Power Com¬ 
pany. 

The City Gas Company of Norfolk, from a corporate 
standpoint, was not changed at that time, but from an 
operating standpoint, the operations were more systemati¬ 
cally supervised and directed, and through Engineers Public 
Service Company considerable help was obtained in plan¬ 
ning improvements and additions; in re-arranging operat¬ 
ing condi- [R. p. 4S93] tions to produce more efficient 
results; and making available specialists and experienced 
personnel. 

* • • • • 

[R. p. 4894] Q. (By Mr. Moore) Will you please proceed 
with your statement, Mr. [R. p. 4895] Throckmorton? A. 
Prior to 1925, financing by the City Gas Company of Norfolk 
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liad been difficult and costly, thus, in order to procure capi¬ 
tal for improvements it was necessary to offer preferred 
stock at the rate of 8 per cent. Since, from an operating 
standpoint, the City Gas Company of Norfolk was simply 
a department of Virginia Electric and Power Company, 
it was considered advisable from the point of view of econ¬ 
omy and simplicity of administration and to provide a 
sounder base for future credit, to merge the City Gas Com¬ 
pany of Norfolk into the Virginia Electric and Power Com¬ 
pany, which merger became effective on July 1, 1930. 

• # • • • 

[R. p. 4900] Q. (By Mr. Moore) Will you please proceed, Mr. 
Throckmorton, with your statement? A. From the period 
1920 to 1925 the principal change that was made in the plant 
and production equipment was in installing equipment abso¬ 
lutely necessary to provide some form of gas service with¬ 
out extended interruptions. From the records, very little 
was done toward improving manu- [R. p. 4901] facturing 
conditions in order to obtain efficiencies and economies in 
operation. 

At the beginning of the period there were two gas mak¬ 
ing sets, one 11-foot machine and the other a 9-foot machine. 
Both sets were equipped with automatic control, carbureter 
blast control and indicating pyrometers. The system being 
used for the manufacture of gas was generally in use at 
that time, but since has been superseded by more efficient 
and up-to-date operations. Neither of the sets had any 
safety features, such as explosion check valves, blast lines, 
vent linen, or explosive blast heads. The hydraulic piping 
consisted of iron which was very susceptible to corrosion, 
and produced valve failures which correspondingly caused 
interruptions to operations. 

Additional generating equipment was needed immedi¬ 
ately and consequently an additional 11-foot set was in¬ 
stalled in 1921. This set was equipped with more modern 
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control equipment and apparatus but throughout the period 
under discussion changes were made in equipment and, at 
the present time, the two 11-foot sets are in excellent operat¬ 
ing condition. 

Continual changes which have been made have increased 
the capacity of the older set from 175,000 cubic feet per 
hour to 210,000 cubic feet per hour. It was due to the 
increased capacity and condition of the two larger sets that 
[R. p. 4902] the third smaller set has not been in use for a 
number of years. 

Purification equipment at the beginning of the period 
under discussion from a condensing standpoint consisted 
of three multitubuler condensers. The condensers were of 
the older type, equipped with seal pot type drains which 
verv often were the source of much trouble due to the 
collection of yard dirt, causing plugging and overflowing, 
and creating a very undesirable, dirty condition at the plant. 
This equipment has been increased to four condensers at 
the present time of different design, construction and 
method of operation. 

Other purification equipment was oxide purifiers which 
were very awkward from the standpoint of operations. 
The oxide purification equipment has also been replaced 
with modern up-to-date purification boxes and the most 
modern method of operation instituted. The old equipment 
has not been discarded but is held in reserve in the event 
of an emergency and kept in operating condition. 

• * • • • 

[R. p. 4903] Q. (By Mr. Moore) Will you please proceed 
with your statement, Mr. [R. p. 4904] Throckmorton? A. 
The tar extracting equipment for the removal of tar from 
gas consisted of one extractor of 4,000,000 cubic feet per day 
capacity. The equipment as compared to more modern types 
was not very efficient and definite amounts of tar were car¬ 
ried in the gas after leaving this apparatus. The old extrac- 
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tor has been replaced by a more efficient electric tar 
precipitator, this type of equipment being that most gen¬ 
erally used by well operated gas plants. 

In 1920 the gas storage equipment consisted of two 
storage holders and one relief holder, the two storage 
holders having a capacity of 1,000,000 cubic feet and 300,000 
cubic feet respectively, and the relief holder a capacity of 
150,000 cubic feet. At the present time the storage equip¬ 
ment consists of one 3,000,000 cubic feet holder and two 
1,000,000 cubic feet holders, the old 300,000 cubic feet 
storage holder being converted in recent years to a relief 
holder. This relief holder has gone through an entire re¬ 
building and is of the most modern design. The second 
1,000,000 cubic feet holder was installed early in the period 
in order to provide additional storage capacity and, as send- 
out increased, the large 3,000,000 cubic feet holder was 
installed about the middle of the period. 

* * • * • 

[R. p. 4905] The Witness: The steam plant was in exceed- 
ingly poor [R. p. 4906] physical and operating condition in 
1920. The boiler equipment consisted of one Sterling boiler 
at a rating of 300 h.p., and one Babcock & Wilcox boiler 
with a rating of 380 h.p., each boiler being set up separately. 
As has been stated previously, the condition of the boilers 
was such that it became necessary to obtain steam from 
locomotives brought into the yard on the railroad siding. 
There is no record of any auxiliary equipment, such as 
feed water heaters, having been installed, and the entire 
operation was manual with no automatic control equip¬ 
ment. One of the first installations was a waste heat boiler 
attached to the 11-foot gas machine which was very helpful 
in overcoming some of the difficulties in obtaining the 
necessary steam. It became necessary in 1922 to install 
new boilers as the boilers then in use were not fit for 
further operation. 
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These two boilers were Babcock & Wilcox, of the water 
tube type, set in a batter equipped with soot blowers, and 
also with burners for the burning of tar, in addition to 
coal which was the regular fuel, but were not equipped 
with automatic stoker equipment. They each had a normal 
rating of 500 h.p. These boilers were not new at the time 
of their installation, but were second-hand boilers which 
had been rebuilt. The installation of this equipment—how¬ 
ever, improved steam conditions at the plan considerably, 
both from a service standpoint as well as economy in 
[R. p. 4907] operation. 

These boilers were allowed to remain in operation until 
1936 when it became necessary to replace them with two 
new Babcock & Wilcox 316 h.p. water tube boilers, with 300 
per cent over-rating. These boilers were equipped with 
automatic stokers with forced draft equipment. At the 
present time the steam generating equipment at the plant 
is in excellent condition and the economies which have been 
effected due to the installation of this equipment has more 
than justified the expenditure, aside from greatly improved 
operating conditions. The boilers are especially designed 
with high fire boxes for the burning of tar and liquid fuels. 

Fot further efficiencies there was installed in the steam 
plant a feed water heater, steam accumulator and water 
softeners, and the installation of this equipment has indi¬ 
cated its necessity in better operations and increased 
efficiencies. 

The principal complaint received from customers at the 
beginning of the period under discussion was low pressure. 
The compressor equipment located in the plant consisted 
of four units but only one of these units was in good oper¬ 
ating condition. All of these units were operated by steam 
and were not equipped with auxiliary motors in the event 
of steam failure. The condition of the steam [R. p. 4908] 
plant at that time made it more apparent that auxili¬ 
ary equipment should be installed. In addition to the poor 
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condition of the compressing equipment, the get-away gas 
lines were of insufficient size, making it necessary to oper¬ 
ate the compressors at higher pressures than would be 
necessary with get-away lines of sufficient capacity. In 
order to correct this poor pressure condition, a new com¬ 
pressor was installed in 1921, and undersize lines were 
either replaced or additional lines installed. The completion 
of this work improved greatly this very serious and unsat¬ 
isfactory pressure condition. The plant, at the present 
time, consists of two electrically-driven compressors, and 
two steam-driven compressors, and as a precautionary 
emergency, electrical service is provided for the electrical 
equipment. 

As a safety measure, the exciter equipment for the 
motor-driven compressors is housed in a gas-proof section 
in the compressor house and the collector rings of the 
motors are enclosed in a glass box on which positive air 
pressure is maintained to avoid any contact of gaseous 
atmosphere and electrical sparks. 

The equipment necessary for the movement of gas 
through the plant consisted of three steam-driven gas 
exhausters, all but one in very poor operating condition. 
The newest of these three units has been modernized and 
is driven by [R. p. 4909] an electric motor, and the other 
has been replaced. The second unit of the present equip¬ 
ment is comparatively new and is equipped with com¬ 
bination drive, electric motor and vertical steam engine. 
All of the electrical equipment in the exhauster house is 
housed in a ventilated gas-proof room and precaution is 
taken to prevent explosion. 

The station meters in use were of the wet type and 
from the records which were available, the meters were 
purchased second-hand and reconditioned. Checks were 
made from time to time as to the accuracy of the wet type 
meter and it was found that they were not accurately 
recording the amount of gas being manufactured. It was 
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later decided to discard this type of meter and install the 
rotary type, which is now most generally in use. This unit 
is in excellent condition and more accurate records are 
available as to the amount of gas being manufactured. 

In 1919, as records indicate, it was necessary to replace 
the two air blowers with two new steam turbine-driven 
blowers. These blowers have been carefully maintained and 
are equipped with governor and protective equipment, but 
one of the blowers has been changed to electric drive. A 
third blower, which has been added recently, is a self- 
contained steam turbine-driven unit, [R. p. 4910] having 
a larger capacity than the two older pieces of equipment. 
It was considered advisable to have a duplication of the 
equipment in order to insure production and continuity 
of operation. The blast lines are equipped with explosive 
check valves and numberous explosion blast heads. 

The pumping equipment consisted of a number of steam- 
driven pumps of various sizes and types, located at differ¬ 
ent points about the plant, and a very wasteful method of 
allowing them to exhaust direct to atmosphere was the pro¬ 
cedure. 

During recent years a detailed study has been made in 
connection with the pumping equipment and those pumps, 
on which depend continuity of service, have been equipped 
with additional drive or auxiliary pumps installed. The 
location of the pumps was given serious consideration and 
those pumps associated with special equipment are located 
conveniently to that equipment, while others of a more 
general nature are grouped and located in a special pump 
house. Duplication of drive has proved to be of great ad¬ 
vantage through the various seasons of the year in balanc¬ 
ing the thermal load of the plant. 

The old method of hand lubrication has been done away 
with and all pumps are equipped with forced feed lubrica¬ 
tion, governors and regulators. The numberous pipes carry- 
[R. p. 4911] ing steam, water, air, gas, oil, tar, etc., through 
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the yard were in most cases heavily overloaded and very 
poorly installed. There were very few instances in which 
steam pipes were protected by pipe covering, causing very 
inefficient operations. This condition has been greatly im¬ 
proved and, at the present time, all steam lines are covered 
properly, supports for pipes installed, and the entire piping 
system rearranged to afford the maximum of efficiencies 
and operation. 

The buildings were, in general, in very poor condition, 
having been added to from time to time with little regard 
for permanent structures. Practically all of the buildings 
had wooden roof trusses covered with wood and tar paper. 
Practicallv all of the buildings have been reconditioned and 
have been equipped with concrete roof on steel supporting 
structures, thoroughly fire-proof, with steel window sashes, 
steel doors and modernized piping and wiring systems. 

In the beginning of the period under discussion, as was 
true generally among gas properties, very little attention 
was paid to housekeeping, particularly the yard. As indi¬ 
cated by pictures taken of the plant in the early period, no 
consideration was given to grading or clearing. This con¬ 
dition has been gradully improved until the yard presents 
a very pleasing appearance. The main travelled [R. p. 4912] 
portion of the yard is topped with smooth macadam and 
[concrete] concrete curbing installed where necessary. The 
property is enclosed with cyclone wire fencing and that 
portion near Monticello Avenue, one of the main thorough¬ 
fares in the City, has been grass plotted. Seasonal flowers 
are planted and every effort is made to have the plant 
present a pleasing appearance. Favorable comment has 
been received from time to time from residents of the Citv 
concerning this particular phase. 

• • • • • 

[R. p. 4918] Q. (By Mr. Moore) I would like to ask you 
whether or not, beginning in 1925, there was a definite pro- 
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gram of improvement put into effect in a well-organized way * 

in regard to the gas property in Norfolk? A. It was, but as 
my preyious testimony has indicated, new equipment has 
been installed, and it was then that the survey was made as 
to improved efficiencies and operation, and that program 
was started just after 1925 and early in 1926. 

Q. As I have understood your story, the improvement 
work was carried on immediately following the war period, 
from 1920 to 1925, with the view of getting the facilities A 

in shape so as to stop interruptions of service which had 
become the great evil in furnishing service resulting in the 
war period? A. That is it. Equipment was not available « 

in the plant to provide the necessary gas. 

Q. Starting in 1925, was there or not a definite, com¬ 
prehensive program of improvement in all the branches of 
the gas | department put into effect which has concluded 
with certain facilities at the present time? I ask you to 
describe what has been the evolution and the result of this 
program of improvement, so far as the present facilities « 

are concerned. [R. p. 4919] A. Well, the major change in 
the steam plant was in the installation of forced draft 
automatic stoker feed boilers in 1936. This amounted to 
considerable saving in fuel cost. There were two gas¬ 
making sets, each with the capacity of 4,000,000 cubic feet 
a day. 

Q. This is the present equipment? A. This is the pres¬ 
ent equipment. With a smaller unit, although not in * 

operation, which, if needed, could be conditioned to produce 
two and a half million cubic feet per day. 

Ample holder capacity is available, consisting of one " 

2,000,000 cubic feet, and two 1,000,000 cubic feet holders, 
or a total of 5,000,000 cubic feet. 

The two boilers supplying steam for the plant are of 
modern design and ample capacity, equipped with auto¬ 
matic features, both for firing and regulation. * 
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The compressor equipment, consisting of four compres¬ 
sors, is in excellent condition, some units being equipped 
with auxiliary drive, and is ample for maintaining proper 
pressure over the entire distribution system. 

The dri-gas plant and after-cooler equipment installed 
for the elimination of condensate in the mains and service 
lines are in excellent operating condition and producing 
the desired results. 

There is installed in the plant yard an oil storage tank 
having a capacity of 400,000 gallons and the storage 
[R. p. 4920] facilities for coal and coke are ample and 
located at the most advantageous point for handling. 

Ample pumps and pipe lines of sufficient capacity for 
the proper movement of gas, steam and oil necessary for 
the manufacture and storage of gas are installed. 

A laboratory with modern equipment for the obtaining 
of data necessary for efficient and economic operation is in 
constant use and is manned by efficient and experienced 
personnel. 

Q. Now, will you state whether or not the production 
facilities at the gas plant are now, and have for several 
years been in thoroughly modern, efficient condition and 
ample? A. They are, so far as my experience indicates. 

Q. Are they adequate for all the local needs of the com¬ 
munity so as to furnish dependable and regular, reliable 
service ? A. This defense program might have some effect 
on it; depending upon that. 

* * • • • 

[R. p. 4926] Q. Will you now briefly describe the improve¬ 
ment in the gas plant, from the standpoint of the distribu¬ 
tion system during the period 1920 to 1939, stating what 
the distribution facilities consist of at the present time? 
A. Since reference has been made to the report submitted 
to the City of Norfolk by Mr. A. Merritt Taylor, I believe 
that the condition of the distribution system could be more 
adequately described by quoting further from his report. 
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Q. As to the condition in 1920? A. As to the condition 

of the distribution svstem in 1920. 

•> 

Q. All right, sir. First, I will ask you to indicate 
[E. p. 4927] how many miles of mains there were at that' 
time. A. In 1920, there were 155 miles of main of all sizes, 
but the records are not available to show a division between 
the high and low pressure mains. 

• • • • • 

[E. p. 4929] Q. Now, Mr. Throckmorton, was there a com¬ 
prehensive improvement program put into effect in regard 
to the distribution system similar to that which was put 
into effect in regard to the production facilities? A. There 
was. The entire high pressure and low pressure main sys¬ 
tems were gone over. New plats or charts were available 
as to location and method of installation of the mains, and 
it was liecessary, first, to prepare these charts and records. 
After they had been prepared, mains of larger size, 
[E. p. 4930] method of construction, the installation of drip 
pots, the installations of pressure gauges in the outlying 
section, enlargement of mains, improved drip collections, 
and everything that would be necessary to free the mains 
of this condensate that had collected due to the type of gas 
that had been manufactured prior to this period under 
discussion, all those things were done. 

Q. The mains in the high pressure system in 1920 con¬ 
sisted of what kind of material? A. Well, there were some 
cast iron pipe with mechanical joints; in most cases only 
2 inch for the more important mains, and in some cases 
services as low as % of an inch. 

Q. Now, as a part of the general improvement program, 
that was put into effect at the time that the production 
facilities program was put into effect, you decided to use 
what kind of material, from that point on? A. Used all 
welded joints, steel mains, with the pipe coated and treated. 
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Q. Have you the figures as to the amount of new mains 
that were constructed during the period 1920 to 1940? 
A. During the period 1920 to 1940,186M> miles of main were 
installed, the greater portion of it being in the high pressure 
system. The high pressure system serves the outlying 
territory. 

[R. p. 4931] Q. Now, as indicated on the map that you 
filed as your first exhibit this morning, have the mains been 
extended to all territories, all distances there that really 
have any need of service ? A. I can say yes, they have. 

Q. In other words, is the City of Norfolk and the en¬ 
virons, the suburbs of Norfolk, now adequately and com¬ 
pletely provided with gas service? A. It is. 

Q. As fas as they need it? A. Yes, sir. 

Q. Prior to the period to which you just referred, that 
is before this improvement program was put into effect, 
had there been any real plan in effect regarding the testing 
of meters? A. More or less of a haphazard plan, and it was 
found upon investigation after these surveys were started 
that there were approximately 8,000 meters that had not 
been tested for over seven years. This condition was 
studied and the matter was discussed with the Corporation 
Commission and a definite program of testing the meters 
was decided on. 

Q. And has that program now, for the last several years, 
been carefully complied with on the part of the company? 
A. At the present time all the meters in service comply 
with the requirements of the testing agreement. 

• • t • • 

[R. p. 4932] Q. (By Mr. Moore) In the last few years has 
there been any great improvement in the character of the 
service that has been provided for the customers? A. It is 
pretty hard to answer that yes or no, but I would say yes, 
and connect it up with the fact that we have had very little 
trouble now with the clogging of mains or with sticking 
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regulators. At the beginning of the period it was necessary 
to keep several men doing nothing but repairing regulators 
due to this clogging condition, and now we only have a 
part-time man who handles the regulator repairs. 

Q. Now, about 1926, were especially skilled gas engi¬ 
neers and specialists brought into the gas property and did 
they mike studies as to what improvements should be made? 
A. They were brought in and made a complete study of 
the whole production and distribution system, and it was 
after their study and recommendations that we started a 
systematic plan of improvement. 

[R. p. 4933] Q. I now ask you, as the result of this im¬ 
provement program, to summarize just what was done in 
the way of principal changes, in the way of improvements. 
A. You are referring now to the distribution system? 

Q. To the distribution system. A. Methods of con¬ 
struction and operation were effected which have been 
extremely helpful both from an expense standpoint as well 
as greatly improved service to the customer. Some of the 
most outstanding changes were: main and service line con¬ 
struction; use of Merco-Xordestron plug valves to replace 
old type gate valve which at times did not completely shut 
off the gas; welding high pressure mains; use of mechani¬ 
cal joints instead of cast lead joints in the low pressure 
system; the use of leak clamps; the installation of booster 
mains at strategic points; the preparation of adequate 
maps and records; protective coating and wrapping for 
pipes; telemetric control of pressure on the high pressure 
system: installation of dri-gas apparatus; installation of 
after-coolers. 

These recommendations have been very helpful in im¬ 
proving the physical condition of the distribution system, 
as well as providing at this time a very satisfactory and 
reliable service to its customers. 

The distribution department, both the high and low 
pressure system, is in good operating condition and con- 
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sists [R. p. 4934] of 341 1 /*> miles of main, serving 26,360 
customers as of January 1, 1940. 

Q. Have you had prepared by the accounting depart¬ 
ment of the company any charts or financial statements of 
the gas department in respect of operating revenue, oper¬ 
ating expenses and balance after taxes and depreciation, 
together with a statement as to the amount included on the 
company’s books representing the balance and property in 
gas department? A. I have, and I now file a chart and two 
statements. 

Mr. Moore: We now offer, Mr. Examiner, the chart 
which shows the operating revenue and expenses. 

The Examiner: Will you identify it a little further? 

Mr. Moore: It is entitled “Virginia Electric and Power 
Company—Gas Operating Revenue and Expenses. ” I offer 
it as our Exhibit No. 10, the Virginia Electric and Power 
Company Exhibit No. 10. 

The Examiner: Do you offer it in evidence? 

Mr. Moore: I offer it in evidence, please. 

Mr. Lester: No objection. 

The Examiner: The document offered, which has been 
marked as Applicant Virginia Electric and Power Company 
Exhibit No. 10, may be received in evidence without ob¬ 
jection. 

(Applicant’s Exhibit No. 10 received in evidence.) 

Mr. Moore: We now offer as Virginia Electric and 
Power [R. p. 4935] Company Exhibit No. 11, a document 
entitled “Virginia Electric and Power Company—Income 
Statement—Gas Department.” 

• • • • • 

[R. p. 4936] The Examiner: The document which has been 
marked as Applicant Virginia Electric and Power Company 
Exhibit No. 11 may be received in evidence. 

(Applicant Virginia Electric and Power Company Ex¬ 
hibit No. 11 was received in evidence.) 
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Mr. Moore: "We now offer a third exhibit in this same 
connection, an exhibit entitled “Book Value of Plant and 
Property of the Gas Department”, as Virginia Electric and 
Power Company Exhibit Xo. 12. 

Mr. Lester: Xo objection. 

The Examiner: The document which has been marked 
for identification as Applicant Virginia Electric and Power 
Company Exhibit Xo. 12 may be received in evidence. 

(Applicant Virginia Electric and Power Company Ex¬ 
hibit Xo. 12 was received in evidence.) 

• • • • • 

[R. p. 4937] Q. (By Mr. Moore) Xow, Mr. Throckmorton, 
have you certain comments to make in regard to these 
exhibits? 

The Examiner: Which exhibits do you mean, specifi- 

callv ? 

* 

Mr. Moore: These three exhibits. 

The Examiner: That is Exhibits 10, 11 and 12 ? 

Mr. Moore: Exhibits 10,11 and 12. 

The "Witness: The revenue received from the gas de¬ 
partment as shown on the chart- 

[R. p. 4938] Q. (By Mr. Moore) (Interposing) That is 
Exhibit Xo. 10? A. Yes. 

(Continuing)—as shown on the chart, has fluctuated 
considerably since 1923, reaching the peak in 1929. The 
years of 1932 and 1933 show a large decrease in revenue, 
but from 1933 to 1937 revenues remained fairly constant 
with a definitely increasing trend appearing in 1937. 

Due to the improvement in existing equipment and the 
adding of additional equipment, together with efficient and 
economic operation, operating expenses have continued to 
decline throughout the period. It is interesting to note that 
revenue from the sale of gas for the year 1921 of $90S,6S9 
was slightly less by approximately 4 percent than the 
revenue of $947,632 in 1939, but that the amount of gas 
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sold had increased from approximately 625 million feet 
in 1921 to approximately 875 million feet in 1939, approxi¬ 
mately 40 percent. During this period, in spite of the fact 
that approximately 40 percent more gas was manufactured, 
operating expenses were reduced from $569,547 to $435,306, 
approximately 30 percent. This reduction in expenses has 
made it possible to show a decided increase in net revenue. 

The reduction in operating expenses has been due to a 
number of factors, principally the installation of more effi¬ 
cient and modern equipment, and efficient and economic 
operations. Also, the fact that the property is being 
operated [R. p. 4939] as a department of Virginia Electric 
and Power Company makes it possible to operate the 
department, in so far as administrative, executive, account¬ 
ing, legal and general office expenses are concerned, at con¬ 
siderably less expense than would be possible if it were 
operated as an independent company. 

• * • * • 

[R. p. 4939] Q. (By Mr. Moore) Go ahead, Mr. Throck¬ 
morton. A. These advantages are greatly increased, and 
are supplemented, by the expert advice and services 
received by the gas department from the mutual service 
company. 

The chart I have filed shows an improvement in operat¬ 
ing costs, particularly cost of oil, coal and coke. The fact 
that [R. p. 4940] the property was being operated as a 
department of Virginia Electric and Power Company made 
it possible to obtain these materials at a lower figure due 
to combined purchasing power. This factor, together with 
improved efficiencies, combine to make the greatly reduced 
cost of operation. 

• * * * * 

[R. p. 4941] Q. (By Mr. Moore) Have you any comments 
to make regarding the income statement which you have 
just filed, that is Exhibit No. 11? A. This income state- 
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ment covers the three-year period from 1937 to 1939, inclu¬ 
sive, which, in my judgment, is a sufficiently long period in 
the light of other information filed to show the level of the 
income of the Gas Department in recent years. This state¬ 
ment shows that there has been a steady increase from 1937 A 

to 1939 in the balance after taxes and depreciation. This 
balance^ increased from $252,240 in 1937 to $319,339 in 1939. 

The statement also shows that while operating revenues 
increased steadily in each year, operating expenses 
decreased, and although taxes and depreciation increased, 
the balance after taxes and depreciation increased in each 

of the vears under review. 

•> 

• • * • * 

[R. p. 4958] Q. AVill you now state just what the distribu¬ 
tion system does consist of as of December 31, 1940? A. 

As of December 31, 1940, the distribution system consisted 
of 207.6 miles of high pressure mains, and 149.5 miles of 
low pressure mains, or a total of 357.1 miles of mains, as i 

compared with 341.5 miles as of December 31, 1939. 

Q. In other words, there were 15.6 miles of additional 
main built during 1940? A. Yes; these additional mains 
were entirely in the high pressure system. * 

The major maintenance job during this period was the 
[R. p. [4959] replacing of the submerged portion of the 
6-inch high pressure steel main across the Eastern Branch 
of the Elizabeth River, serving Berkley and South Norfolk. 1 

Several leaks had developed despite the fact that the main 
was coated and wrapped, and had been in service for only 
four years. After thorough investigation, it was decided to < 

install a special type jointed cast iron pipe, the joint being 
of ball and socket type, which is more flexible than the 
welded joint and permitted a more positive settling on the 
river bed. It is also expected that cast iron will withstand « 

deterioration for a considerably longer period than steel. 
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As of December 31, 1940, we served 28,370 customers, 
an increase of 2,010 customers over December 31, 1939. 

# * * • # 

[R. p. 4960] Q. Will you state now, considering the plant 
as a whole, what is the condition of the plant as to the qual¬ 
ity of the service and the adequacy of it ? A. It is as good 
as it has ever been. 

Q. Now have you bad prepared certain charts and other 
[R. p. 4961] exhibits that will bring up to the present date 
the charts that you filed yesterday? A. I have prepared 
charts and statements identical to those which have been 
previously presented, with the exception that they include 
information for the period December 31, 1939 to December 
31,1940. 

Q. Now will you just direct your attention to those very 
briefly. 

Mr. Moore: May we have the chart entitled, “Virginia 
Electric and Power Company—Gas Fuel Costs” through 
the year 1940, please,—we would like to introduce this as 
Virginia Electric and Power Company Exhibit No. 14. 

The Examiner: There is no objection, I take it, Mr. 
Fiscligrund? 

Mr. Fischgrund: No objection. 

The Examiner: The document offered mav be received 
in evidence as Applicant Virginia Electric and Power Com¬ 
pany Exhibit No. 14. 

(Applicant Virginia Electric and Power Company Ex¬ 
hibit 14 received in evidence.) 

The Witness: You will notice that there has been no 
appreciable difference in the trend of the chart. 

Q. (By Mr. Moore) This chart is really the efficiency 
chart reflecting [R. p. 4962] the b.t.u.’s? A. Yes. 

Mr. Moore: We now offer, if it please the Examiner, the 
next exhibit, entitled “Virginia Electric and Power Com¬ 
pany—Gas Production”, as Exhibit No. 15. 
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The Examiner: The document offered may be marked 
as Applicant Virginia Electric and Power Company Exhibit 
No. 15, and received in evidence—without objection? 

Mr. Fischgrund: No objection. 

(Applicant Virginia Electric and Power Co. Exhibit 15 
was received in evidence.) 

Q. (By Mr. Moore) Will you now comment on that ex¬ 
hibit, Mr. Throckmorton, with particular reference to the 
year 1940? A. The chart shows a rather sharp increase in 
gas produced, due to the activities occurring in Norfolk 
during the year 1940. It also shows an increase in the net 
production costs. That is due to increased costs of mate¬ 
rials and labor. 




[R. p. 4965] THOMAS D. FULFORD 

called as a witness on behalf of Virginia Electric and Power 
Company, being first duly sworn, was examined and testi¬ 
fied as follows: 


Direct Examination 

Q. (By Mr. Moore) Will you state your name, age, and 
residence? A. Tom D. Fulford; 4S years old; residence, 
2301 Maplewood Avenue, Richmond, Virginia. 

Q. What is your position with the Virginia Electric and 
Power Company? A. General Sales Manager. 

Q. Will you give us very briefly an outline of your train¬ 
ing and experience? [R. p. 4966] A. I studied electrical 
engineering at the University of Cincinnati from 1914 to 
1917. I entered the employ of the Philadelphia Electric 
Company in September, 1917, in the meter laboratory as 
a special tester. I resigned from the Philadelphia Elec¬ 
tric Company in January, 1919, and entered the employ 


567 


Thomas D. Fulford—Direct Examination (Cont.) 
Virginia Gas System (Cont’d) 

of the Puget Sound Power and Light Company in Seattle, 
Washington, in the Company’s meter department in Feb¬ 
ruary, 1919. In June 1920, I was transferred to the sales 
department, where I prepared rate studies, statistical data, 
and engaged in various sales duties. In September, 1922, 
I was transferred to the Savannah Electric and Power 
Company at Savannah, Georgia, as Assistant Sales 
Manager. 

In June, 1923, I was transferred to the Baton Rouge 
Electric Company at Baton Rouge, Louisiana, as Sales 
Manager, which included supervising gas and electric sales. 
In September, 1925, I was transferred to the Savanah 
Electric and Power Company as Sales Manager. In Sep¬ 
tember, 1929, I was transferred to the Virginia Electric 
and Power Company at Norfolk, Virginia, as Division 
Sales Manager, which included supervising gas and elec¬ 
tric sales in the Norfolk District. In June, 1933, I was 
transferred to the Puget Sound Power and Light Company 
at Seattle, Washington, as General Sales Manager. In 
April, 1937,1 was transferred to the Virginia Electric and 
Power Company as General Sales Manager, where I am 
now employed. 

* • • • * 

(By Mr. Moore) 

[R. p. 4970] Q. As General Sales Manager of the Virginia 
Electric and Power Company, I wish you would now give 
us a summary outline of the sales activities and policies of 
the Virginia Company with respect to its gas department,— 
first of all, telling us something about the merchandising 
policies and activities? A. Merchandising—Gas: The 
Company was not merchandising any gas appliances in 
Norfolk until after 1925. 

It was realized that aggressive efforts in sales promo¬ 
tion and merchandising of gas ranges and water heaters 
were necessary in order to aid the residential customers to 
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enjoy the [R. p. 4971] full benefits of gas service in the 
home, and to increase the Company’s business from resi¬ 
dential gas users. It was recognized that these objectives 
could be attained best by aggressive Company promotion 
and merchandising, and close and full cooperation with 
other merchandising outlets. A Sales Floor was opened 
in the Norfolk Office and displays of gas ranges, water 
heaters and space heaters were arranged. Effort at first 
was concentrated on gas ranges equipped with thermo¬ 
statically controlled ovens. Later the thermostatically 
controlled insulated oven range was perfected and was 
promoted actively by the Company, even though the use 
of this new range materially reduces the use of gas for 
cooking: Water heating sales and promotion at first was 
centered on the so-called tank or side-arm heater. As soon 
as the thermostatically controlled insulated storage water 
heater was perfected, the Company immediately concen¬ 
trated its sales effort and promotion on this more efficient 
appliance. 

• * * • • 

[R. p. 4974] Q. Now will you direct your attention to the 
matter of gas rates? A. Stimulus has been added to gas 
sales promotion and merchandising by reductions in the 
gas rate. During the past 14 years reductions have been 
made in gas rates which now save residential customers 
approximately $1S2,360 per year, based on their use at the 
time the reductions were made. However, details of the 
rate reductions will be explained later. 

Q. Now will you explain the character of your selling 
organization, with particular reference to gas appliances? 
A. A merchandising sales force was employed in the latter 
part of 1925 and gas appliances were displayed and actively 
promoted. The personnel of the gas merchandising organ¬ 
ization has been varied from time to time in order to meet 
the needs of market conditions. Active selling of gas 
ranges [R. p. 4975] and gas water heaters by outside sales- 
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men was continued until June 15, 1939. At this time gas 
appliance dealers were interviewed, and it was found that 
they were anxious for the Company to discontinue selling 
gas appliances through the use of outside merchandise 
salesmen. Due to general customer acceptance and because 
it was believed that the dealers could satisfactorily sell gas 
ranges and water heaters in Norfolk, the Company discon¬ 
tinued the use of full-time outside merchandise salesmen. 
The Company has continued selling from its sales floor. 


[R. p. 4985] Q. Will you now refer briefly to the activities 
of the sales department in connection with the promotion 
of commercial and industrial gas use? You have hereto¬ 
fore been referring to residential use? A. Just as in the 
case of gas appliance merchandising little effort had been 
exerted to secure additional commercial and industrial gas 
business, or to develop greater use of existing equipment 
prior to July 1,1925. 

It was realized that it would be necessary to promote 
actively the use of gas in commercial and industrial estab¬ 
lishments, as well as in residences. The use of gas for com¬ 
mercial and industrial purposes has been promoted actively 
and at present three sales engineers are employed in this 
work. 

These sales engineers assist customers in planning 
proper and efficient gas installations, adjusting gas burn¬ 
ers, rebuilding old equipment, building special equipment, 
and purchasing proper gas equipment. Many special tests 
and studies are conducted for customers including Orsat 
analyses of flue gases. 

In some cases heavy duty gas equipment is not available 
from the manufacturers. The Company gas sales engineers 
have [R. p. 49S6] designed for customers special heavy 
duty gas equipment for use in special manufacturing proc¬ 
esses. This equipment has been built by local firms and 
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the Company gas sales engineers have assisted the cus¬ 
tomers iby supervising for them the construction of the 
heavy duty gas equipment. 

The gas sales engineers assist the local gas dealers in 
selling and installing equipment. 

In some cases, as a customer service when local dealers 
do not i sell equipment, such as heavy duty commercial 
ranges, large water heaters, duct heaters, and unit heaters, 
the Company sells this type of equipment. 

Q. Xow will you turn from sales activities to the ques¬ 
tion of rates and tell us briefly about the history of the 
Company’s gas rates? A. In 1925 a study was made of the 
Company’s gas rates, resulting in a series of rate reductions 
which began on April 1, 1928. This series of rate changes 
has resulted in a reduction in the cost of gas service and 
saves gas users an aggregate of approximately $264,720 
per year, based on their use of gas service at the time the 
reductions were made effective. 

Q. Have you prepared a tabulation showing the effect 
of these rate reductions? A. I have. 

Mr. Moore: We now offer this as Virginia Electric and 
Power Company Exhibit Xo. 27. 

[E. p. 49S7] Mr. Fischgrund: May I inquire of the witness 
how the estimates were made, the estimated reductions, in 
the exhibit which is entitled, “Estimated Keductions”? 

The Witness: How they are computed? 

Mr. Fischgrund: Yes. 

The Witness: When a rate change is made, the newly 
designed rate is applied to the business as of the year in 
which the rate reduction is to become effective, and the 
savings shown in the table represent those calculations. In 
other words, that is the saving to those gas consumers as 
of the time the new gas rate was made effective. 

Mr. Fischgrund: Over the period of the preceding year? 

The Witness: Yes, based on the previous year’s con¬ 
sumption. 
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Mr. Fischgrund: Xo objection. 

The Examiner: The document which has been offered 
may be marked as Applicant Virginia Electric and Power 
Company Exhibit Xo. 27 and received in evidencb without 
objection. 

(Applicant Virginia Electric and Power Company 
Exhibit Xo. 27 was received in evidence.) 

Q. (By Mr. Moore) Will you now comment on this ex¬ 
hibit? A. This tabulation lists the effective dates of the 
rate reductions from April 1, 1926 through June 26, 1939. 
The savings to the two groups of customers, that is, the 
residential and commercial and industrial users are shown. 
These savings [E. p. 4988] aggregate $1S2,360 per year for 
residential customers and $82,360 per year for commercial 
and industrial customers, making a total annual saving of 
$264,720. 

Q. Have you prepared a statement showing the “His¬ 
tory of Residential Gas Rate changes’’; also a statement 
showing the “History of Commercial and Industrial Gas 
Rate Changes”; and a tabulation marked “Gas Service 
Rates 1926-1939”? A. I have. 

Mr. Moore: We offer, first, the “History of Residential 
Gas Rate Changes”, as Applicant’s Exhibit Xo. 28. 

This exhibit consists of two pages, may it please the 
Examiner. 

Mr. Fischgrund: Xo objection. 

The Examiner: The document offered may be marked 
as Applicant Virginia Electric and Power Company 
Exhibit Xo. 28 and received in evidence without objection. 

(Applicant Virginia Electric and Power Company 
Exhibit Xo. 28 was received in evidence.) 

Mr. Moore: We now offer as Applicant’s Exhibit Xo. 
29, an exhibit consisting of three pages, entitled “History 
of Commercial and Industrial Gas Rate Changes”. 
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Mr. Fiscligrund: Xo objection. 

The Examiner: The document offered may be marked as 
Applicant Virginia Electric and Power Company Exhibit 
Xo. 29 and received in evidence without objection. 

[R. p. 49S9] (Applicant Virginia Electric and Power Com¬ 
pany Exhibit Xo. 29 was received in evidence.) 

Mr. Moore: We now offer as Applicant’s Exhibit Xo. 30, 
a tabulation marked “Gas Service Rates 1926-1939”. That 
is a one-page exhibit. 

• * # • • 

[R. p. 4990] The Examiner: The document which has been 
offered may be marked as Applicant Virginia Electric and 
Power Company Exhibit Xo. 30, and received in evidence. 

(Applicant Virginia Electric and Power Company Ex¬ 
hibit Xo. 30 was received in evidence.) 

Q. (By Mr. Moore) Have you prepared a chart, for use 
in this hearing, entitled “Gas Service—Average Rate Per 
1000 Cubic Feet”, showing the average rate for gas, cover¬ 
ing the period 1921 to 1939? A. I have. 

Mr. Moore: We now offer this as Virginia Electric and 
Power Company Exhibit Xo. 31. 

Mr. Fiscligrund: Xo objection. 

The Examiner: The chart offered may be marked as 
Applicant Virginia Electric and Power Company Exhibit 
Xo. 31 and received in evidence without objection. 

(Applicant Virginia Electric and Power Company 
Exhibit Xo. 31 was received in evidence.) 

Q. (By Mr. Moore) Will you now direct your attention 
to this exhibit and comment on the high points shown on it? 
[R. p. 4991] A. An examination of the chart will show that 
in 1931 the average rate was $1.45 per thousand cubic feet, 
whereas the rate has now been reduced until the the aver¬ 
age rate is $1.08 in 1939. This is a reduction of 37 cents 
per thousand cubic feet or 25.5 per cent of the cost in 1921. 
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Q. Have you prepared a chart for use in this hearing, 
entitled “Gas Service—Average Annual Use per Cus¬ 
tomer”? A. I have. 

Mr. Moore: We now offer this chart as Virginia Electric 
and Power Company Exhibit No. 32. 

Mr. Fischgrund: No objection. 

The Examiner: The document offered may be marked 
as Applicant Virginia Electric and Power Company Ex¬ 
hibit No. 32 and received in evidence without objection. 

(Applicant Virginia Electric and Power Company Ex¬ 
hibit No. 32 was received in evidence.) 

Q. (By Mr. Moore) Will you now comment on this chart 
and indicate the high points. A. This chart shows the aver¬ 
age number of gas meters in each year from 1921 through 
1926 and the average number of gas customers in each 
year from 1927 through 1939. During this period the num¬ 
ber of customers has increased materially and as of De¬ 
cember 31, 1939, the company served 26,360 gas customers. 

I might say, in explanation, that the chart is based on 
[R. p. 4992] average, whereas that figure I have just quoted 
is the December 31,1939 actual figure. 

The average use per customer has declined from ap¬ 
proximately 40,000 cubic feet per year in 1921 to ap¬ 
proximately 34,000 cubic feet per year in 1939. This 
decline has been due to the improved efficiency of gas 
appliances, particularly the thermostatically controlled 
insulated oven range and the thermostatically controlled 
insulated water heater. Also, surveys show that more 
people are now eating in restaurants than in former years 
and more families puchase bakery and delicatessen prod¬ 
ucts now than in former years. 

Q. Have you prepared also a chart for use in this hear¬ 
ing, entitled “Gas Service—Comparative Average Annual 
Use per Customer”? A. I have. 
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Mrj Moore: We now offer this chart as our Exhibit 
No. 33. 

Mr. Fischgrund: No objection. 

The Examiner: The document offered may be marked 
as Applicant Virginia Electric and Power Company Ex¬ 
hibit 33 and received in evidence without objection. 

(Applicant Virginia Electric and Power Company Ex¬ 
hibit No. 33 was received in evidence.) 

Q. (By Mr. Moore) Will you now comment on this chart? 
A. This chart is presented in order to compare the [R. p. 
4993] average annual use of gas customers served by the 
company in Norfolk with the average annual use of gas 
customers in the cities of Richmond and Portsmouth. In 
Richmond gas is provided by the large municipally operated 
gas plant of the City of Richmond. The use in Portsmouth 
is shown also as this .city is adjacent to Norfolk and the gas 
is supplied by a privately owned and operated utility. 

Q. The Richmond plant is the largest gas plant in the 
State, isn’t it? A. That is my understanding. 

Q. And the Portsmouth plant is just across the 
Elizabeth River from the Norfolk property, isn’t it? 
A. Yes, sir. 

Q. In the same general district ? A. Yes, sir. 

Q. Have you prepared a tabulation entitled, “Compari¬ 
son of Gas Service Rates”, in this connection, and if so 
please present it. A. I have. 

Mr. Moore: We now offer this as Virginia Electric and 
Power Company Exhibit No. 34. 

Mr. Fischgrund: No objection. 

The Examiner: The document offered may be marked 
as Applicant Virginia Electric and Power Company Ex¬ 
hibit No. 34 and received in evidence. 

[R. p. 4994] (Applicant Virginia Electric and Power Com¬ 
pany Exhibit No. 34 was received in evidence.) 
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Q. (By Mr. Moore) Will you comment on this chart? A. 
This tabulation shows the general service gas rates in effect 
in the cities of Norfolk, Richmond, and Portsmouth on De¬ 
cember 31,1931. It will be noted that for all normal uses on 
these rates the general service gas rate of the company ap¬ 
plying in the City of Norfolk is lower than the general ser¬ 
vice gas rates applying in either Richmond or Portsmouth. 

Q. Have you prepared a chart marked “General Gas 
Service—Comparison of Monthly Cost”? A. I have. 

Q. For use in this connection? A. Yes. 

Mr. Moore: We now offer this chart as Virginia Electric 
and Power Company Exhibit No. 35. 

Mr. Fischgrund: No objection. 

The Examiner: The document offered may be marked, 
as Applicant Virginia Electric and Power Company Ex¬ 
hibit No. 35 and received in evidence. 

(Applicant Virginia Electric and Power Company Ex¬ 
hibit No. 35 was received in evidence.) 

Q. (By Mr. Moore) What does that chart indicate princi¬ 
pally, Mr. [R. p. 4995] Fulford? A. It indicates that for 
varying consumptions from 1,000 to 10,000 cubic feet per 
month, the rate for the Virginia Electric and Power Com¬ 
pany in Norfolk, Virginia, is considerably lower than in 
the cities of Portsmouth or Richmond, except in the case of 
the 50 cent minimum charge in Richmond. 

Q. In your judgment are those two plants fairly com¬ 
parable with the Norfolk plant? A. Yes, sir, they are in 
the same general territory and the same general conditions 
obtain. 

Mr. Fischgrund: But they are not necessarily the only 
plants that may be comparable in the State? 

The Witness: As far as size, I would say so. The three 
large gas companies in Virginia are probably Richmond, 
Norfolk and Portsmouth. 
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Q. (By Mr. Moore) Have you prepared a chart entitled, 
“Residential Gas Service—Comparison of Monthly Cost 
of 3000 Cubic Feet of Gas”? A. I have. 

Mr. Moore: We now offer this chart as Virginia Electric 
and Power Company Exhibit No. 36. 

Mr. Fischgrund: No objection. 

The Examiner: The document offered may be marked 
as Applicant Virginia Electric and Power Company Ex¬ 
hibit No. 36 and received in evidence. 

[R. p. 4996] (Applicant Virginia Electric and Power Com¬ 
pany Exhibit No. 36 was received in evidence.) 

Q. (By Mr. Moore) Will you now comment on this chart? 
A. This chart compares the monthly costs of 3,000 cubic feet 
of gas, based on the rates in Norfolk, Portsmouth and Rich¬ 
mond, during the years 1926 to 1939 inclusive. It will be 
noted that on December 31,1939, the cost of 3,000 cubic feet 
of gas in Portsmouth was $3.90, in Richmond—$3.86; and 
in Norfolk—$3.55. 

Q. Why did you take 3,000 cubic feet as a test? A. 
Because it represents the average gas customer using a 
gas range and a water heater. 

• • • • • 


J. V. MITCHELL 

i Further Direct Examination 

• • • • . • 

(By Mr. Moore) 

[R. p. 5007] Q. You have stated that the gas department 
property actually constituted 6.9 per cent of the total prop¬ 
erty. Have you any information to show how the gas depart¬ 
ment property compares with the total property over a 
period of years? A. I have prepared a statement covering 
the last 10-year period, which I wish to file as Exhibit 44. 

Mr. Moore: We now offer this as Virginia Electric and 
Power Company Exhibit No. 44. 
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Mr. Fischgrund: No objection. 

The Examiner: The document offered may be marked 
as Applicant Virginia Electric and Power Company Exhibit 
No. 44, and received in evidence. 

(Applicant Virginia Electric and Power Co. Exhibit 44 
received in evidence.) 

Q. (By Mr. Moore) Will you now comment on that state¬ 
ment? A. This statement shows that during the period of 
1931 to 1940, the total utility plant has increased from 
$80,715,126 to $S7,619,S09. This represents an increase of 
$6,904,683, or 8.6 per cent. 

* * * • • 

JACK G. HOLTZCLAW 

Further Direct Examination 

* • # • • 

(By Mr. Moore) 

[R. p. 5016] Q. What is the size of the territory served by 
the Company in its gas business in the City of Norfolk and 
suburbs? A. The total territory served by the Company 
in its electric business is approximately 13,500 square miles. 
Of this area, only approximately 35 square miles is served 
by the gas department, all of which is in the City of Norfolk 
and its suburbs. 

Q. What is the population in the territory served by 
the Company in its gas business? A. Approximately 
157,000 as of December 31, 1940, based on the 1940 Census. 
[R. p. 5017] Q. Will you now make a brief statement as to 
the status of the Company as a public utility or public ser¬ 
vice company or as a company other than a public utility 
or public service company under applicable State laws? 
A. The operations of the electric system of Virginia Elec¬ 
tric and Power Company in Virginia are subject to regu- 
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lation by the State Corporation Commission of Virginia 
and its electric operations in North Carolina are subject 
to regulation by the Utilities Commission of North Carolina. 
Both of these Commissions have broad regulatory powers 
with respect to rates, services, issuance of securities, trans¬ 
actions with affiliates, payment of dividends, and numerous 
other matters. The gas business is subject to similar regu¬ 
lation by the State Corporation Commission of Virginia. 
Counsel for the applicant advise that the ownership of and 
operation by Virginia Electric and Power Company of 
electric utilitv assets and gas utilitv assets in the same 
territory is in accordance with Virginia law, and that this 
question was specifically involved and determined by the 
State Corporation Commission of Virginia in connection 
with the merger of City Gas Company of Norfolk into 
Virginia Electric and Power Company on July 1,1930. 

Q. What is the nature of the Company’s franchise to 
conduct its gas operations in the territory served by it? 
A. In the opinion of counsel for the Company the Company 
holds valid franchise rights or permits which give it the 
right [R. p. 5018] to conduct its gas business in the ter- 
ritorv served. 

• • • • • 
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(Appendix pages 579 to 667, inclusive, contain excerpts 
from the transcript of hearings before the Trial Exam¬ 
iner of the Commission, held pursuant to the Com¬ 
mission’s Order under Section 11(b)(1) of the Act. The 
numbers in brackets indicate the paging of the certified 
transcript, which are the same as that of the original 
reporters’ transcript. Corrections have been made in these 
excerpts in conformity with the corrections set forth in 
Document No. 417—R., pp. S149-S228.) 

R. J. THROCKMORTON 
Further Direct Examination 

[R. p. 3SS9] Q. Have you made a study to determine what 
effect the Taylor Report of August 1, 1941, Engineers’ 
Exhibit Xo. 202, has upon the accounts known as Custo¬ 
mers’ Accounting and Collecting Expenses, shown in 
Virginia Electric and Power Company Exhibit Xo. 13? A. 
Yes. 

Q. Have you prepared a tabulation showing the results 
of this study? A. Yes. 

[R. p. 3890] Q. Will you please explain how you made this 
study and how this tabulation was prepared? A. I con¬ 
ferred with the heads of the various departments in Nor¬ 
folk who supervise the work covered by these accounts. 
After these conferences, I also discussed these accounts 
with Mr. Holtzclaw and Mr. Mitchell in detail. We agreed 
that the additional cost to the Gas Department if it were 
operated as an independent company in so far as the group 
of accounts known as Customers’ Accounting and Collect¬ 
ing Expenses are concerned would be as shown on the tabu¬ 
lation. 

Mr. Moore: Mr. Examiner, we now desire to offer in 
evidence this tabulation for identification as Engineers 
Exhibit No. 221; and we offer it in evidence. 

The Examiner: Very well. The tabulation is so ad¬ 
mitted in evidence. 


* 
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(The tabulation above referred to was received in evi¬ 
dence and marked Engineers’ Exhibit No. 221.) 

Q. (By Mr. Moore) Will you please comment on this 
tabulation ? A. This tabulation is based upon figures taken 
from the books for the month of July 1941, which is the 
first month that the method of accounting recommended 
by Mr. Taylor in his report of August 1, 1941, Engineers’ 
Exhibit No. 202, was in effect covering these particular 
accounts. The [R. p. 3S91] figures for July 1941 were 
multiplied by 12 in order to put them on an annual basis, 
July being a normal month so far as these accounts are 
concerned. 

The third column of this tabulation shows estimated 
costs of Customers’ Accounting and Collecting Expenses 
of the Gas Department as an independent company. These 
estimates are the same as shown on Virginia Electric and 
Power Company Exhibit No. 13, with the exception that 
an amount of $2,400 is included for uncollectible accounts 
but does not affect the total increase. The fourth column 
shows that the increase in Customers’ Accounting and 
Collecting Expenses of the Gas Department as an inde¬ 
pendent company would be $22,200 annually. 

Q. Will you please explain how you determine that 
Customers’ Accounting and Collecting Expenses would 
amount to $60,300 per year if the Gas Department were 
operated as an independent company. A. Under the head¬ 
ing Supervision, it was decided that two supervisors would 
be needed, one to supervise customer accounting and one 
to supervise credit. The estimated cost of this supervision 
is $4,500 annually. 

Under Customer Contracts and Orders, three customer 
contract clerks would be needed at an annual cost of $4,800. 
On the basis of approximately 28,000 gas meters to be read 
each month, we estimated that a meter reader can average 
225 [R. p. 3S92] meters per day and with 21 working days 
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per month that would be equivalent to 4,725 meters per 
month per man. On this basis six regular meter readers 
would be required, with one head meter reader who would 
handle special readings and call back readings and also 
act as relief reader. It would also be necessary to supply 
the meter readers with one automobile at the cost of $100 
per month, making the total estimated cost of meter read¬ 
ing $12,000 annually. 

Under the heading Collection, four collectors, one clerk, 
one typist and three cashiers would be required. There 
would also be an additional expense for collection notices, 
postage and transportation, making the total cost of col¬ 
lections $16,800 annually. 

Under Customer Billing and Accounting, three book¬ 
keepers would be required, two billers, one revenue clerk, 
one chief record clerk, three record clerks, one addresso- 
graph clerk, and two bill deliverers. There would also be 
an expense for bills, postage and miscellaneous expenses, 
which would make the total estimated annual expense under 
this account $19,S00. 

An item of uncollectible accounts is shown. This item 
would not increase the cost of operating the Gas Depart¬ 
ment as an independent company, but was included in order 
to cover all the accounts in the group entitled Customers 1 
Accounting and Collecting Expenses. 

[R. p. 3S93] Q. Will you now please state the effect of the 
Taylor report of August 1, 1941, Engineers Exhibit No. 
202, upon the cost of Customers’ Accounting and Collecting 
Expenses as shown in Virginia Electric and Power Com¬ 
pany Exhibit No. 13? A. Virginia Electric and Power 
Company Exhibit No. 13 indicated an additional expense 
under independent operation in respect to these accounts 
in the amount of $33,300; Engineers Exhibit No. 221 shows 
an increase of $22,200. The difference between these two 
amounts is $11,100. This difference is due entirely to the 
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application of the new method of allocating joint charges 
as recommended by Mr. Taylor in his report of August 1, 
1941, Engineers Exhibit Xo. 202. 

Q. Mr. Throckmorton, have you made a study to de¬ 
termine whether or not there are any items of expense 
borne by or chargeable to the Gas Department of Virginia 
Electric and Power Company, based on 1940 operations as 
adjusted by the Taylor report of August 1, 1941, Engi¬ 
neers * Exhibit Xo. 202, which would have to be added to 
the expenses of the other departments of the company if 
the Gas Department were disposed of? A. Yes. 

Q. How was this study made? A. I made this study 
first in consultation with the [R. p. 3S94] heads of those 
departments of the Company engaged in both gas and 
electric activities and then with Mr. Holtzclaw, President 
of the Company, Mr. J. V. Mitchell, Assistant Comptroller 
of the Company and Mr. Hourihan of Lybrand, Ross Bros. 
& Montgomery. Mr. Mitchell and Mr. Hourihan prepared 
detailed schedules of expenses borne by and chargeable 
to the Gas Department in 1940 according to the Taylor 
report of August 1,1941, Engineers Exhibit Xo. 202. After 
these had been prepared, Mr. Holtzclaw, Mr. Mitchell and 
I studied these figures to determine what expenses could 
be eliminated if the Gas Department were disposed of and 
also to determine what expenses would have to be added 
to the expenses of the other departments of the Company. 
It was mutually determined that the expenses of the other 
departments of the Company would be increased by the 
net amount of $55,969 if the Gas Department were dis¬ 
posed of. 

Q. Do you have a statement showing the results of your 
study? A. Yes. 

Q. Was this statement prepared under your supervi¬ 
sion and in your opinion does it accurately show the amount 
of expense borne by and chargeable to the Gas Depart- 
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ment in 1940 according to the Taylor report of August 1, 
1941, Engineers Exhibit Xo. 202, which would have to be 
added to the expenses of the other departments if the Gas 
Department [R. p. 3895] were disposed of! A. Yes. 

Mr. Moore: Mr. Examiner, we now ask that this state¬ 
ment be marked Engineers Exhibit Xo. 222 for identifica¬ 
tion ; and we offer it in evidence. 

The Examiner: The tabulation is so admitted in evi¬ 
dence. 

(The tabulation above referred to was received in evi¬ 
dence and marked Engineers Exhibit Xo. 222.) 

Q. (By Mr. Moore) Will you briefly explain this Exhibit 
222? A. The first page of this statement gives a summary 
of the various items entering into the increase of $55,969 
in the expenses of the other departments of the Company if 
the Gas Department were disposed of. 

Schedule A is a breakdown of executive and office pay¬ 
roll chargeable to the Gas Department. This statement 
shows that in 1940, according to the Taylor report of August 
1, 1941, there was a total of $69,661 of executive and gen¬ 
eral office payroll borne by and chargeable to the Gas 
Department. In our study we determined that if the Gas 
Department were disposed of this payroll could be reduced 
by $28,100 representing the elimination of 21 employees. 
This leaves a total of $41,561 of payroll expense now charge¬ 
able to the Gas Department which should have to be added 
to the expenses of the other departments. Schedules A-l, 
A-2, [B. p. 3896] A-3, A-4, A-5 and A-6 give detailed infor¬ 
mation relative to the employees involved. 

Schedule B shows the pensions amounting to $1,071, 
chargeable in 1940 to the Gas Department according to the 
Taylor report of August 1, 1941, which would have to be 
added to the expenses of the other departments if the 
Gas Department is disposed of. 
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Schedule C is an item of $10,026 borne by and charge¬ 
able to the Gas Department in 1940 for joint use of facili¬ 
ties, a^ shown in the Taylor report of August 1, 1941. Mr. 
Holtzclaw, Mr. Mitchell and I determined that no part of 
this $10,026 could be eliminated if the Gas Department 
were disposed of and that the expenses of the other depart¬ 
ments 1 would, therefore, be correspondingly increased. 

Schedule D shows certain miscellaneous expenses total¬ 
ing $4,136.37 borne by and chargeable to the Gas Depart¬ 
ment in 1940 according to the Taylor report of August 1, 
1941. We determined that if the Gas Department were dis¬ 
posed of telephone expense could be reduced by $825.81 
but that miscellaneous expenses amounting to $3,310.56 
would continue as increased charges to the other depart¬ 
ments. 




J. G. HOLTZCLAW 

Further Direct Examination 

# ♦ # # • 

[R. p. 3897] Q. Have you made a study, based on operations 
during the month of July 1941, which was the first month 
during which the method of allocating inter-departmental 
charges in accordance with the Taylor Report of August 1, 
1941, Engineers Exhibit Xo. 202, was put into operation, 
to determine the additional cost of operating the Gas De¬ 
partment of Virginia Electric and Power Company as an 
independent company? A. I have made such a study as to 
all accounts which [R. p. 389S] would be changed if the 
Gas Department were operated as an independent com¬ 
pany except Customers Accounting and Collecting Ex¬ 
penses as to which I have taken the figures prepared by 
Mr. Throckmorton and appearing in Engineers Exhibit 
Xo. 221. 
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Q. That was the exhibit that was just introduced this 
morning? A. Yes; it was just introduced in evidence by 
Mr. Throckmorton. 

Q. Have you prepared a statement in exhibit form 
showing the results of this study? A. I have. 

Q. Do you believe that it accurately represents the 
additional cost of operating the Gas Department as an in¬ 
dependent company? A. Yes. 

Mr. Moore: Mr. Examiner, we now ask that this ex¬ 
hibit be marked Engineers’ Exhibit No. 223 for identifica¬ 
tion; and we offer it in evidence under that number. 

The Examiner: The Exhibit is so admitted in evidence. 

(The document above referred to was received in evi¬ 
dence and marked Engineers’ Exhibit No. 223.) 

Q. (By Mr. Moore) What does this statement show? A. 
This statement shows that the additional expense of [R. p. 
3899] operating the Gas Department as an independent 
company rather than as a department of Virginia Electric 
and Power Company would be $75,130 per year less a small 
amount which would represent the gas department’s pro¬ 
portion of the expenses of executives and experts of the 
Virginia Electric and Power Company, as indicated in 
footnote A to Exhibit 223 and footnote (a) to Schedule B 
thereto. Mr. Barnes in his testimony will make this ad¬ 
justment. 

At the outset, I would like to point out that, in my 
judgment, an independent gas company of the size and 
character of the Gas Department would, for the purpose of 
obtaining the greatest efficiency and economy in operation, 
employ the services of a service company, such as Stone & 
Webster Service Corporation which supervises the opera¬ 
tion of numerous gas properties of this type in various 
sections of the country. 

The size of the gas operation in Norfolk is such as to 
lend itself particularly well to the advantages of the ser- 
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vices of sueli a service company in that such a service com¬ 
pany makes available essential expert services which are 
not available to an independent gas company without sub¬ 
stantially larger cost. 

Under the customary contract for services of this nature, 
the cost to the gas operation in Norfolk as an independent 
company would be approximately $24,000 per year, based on 
[R. p. 3900] operations for the first six months of 1941 
multiplied by two. Under the contract with Stone & 
"Webster Service Corporation, the independent gas company 
in Norfolk could obtain services of supervisory and expert 
nature quite similar to those now given by Engineers Pub¬ 
lic Service Company, Inc. 

In view of my judgment in this respect, I have set up 
such an organization as I think would be required to prop¬ 
erly and efficiently operate such an independent gas com¬ 
pany in Norfolk under the supervision of Stone & Webster 
Service Corporation or some such service organization. 

I will now comment on the principal items of other 
expenses which would be made necessary under such cir¬ 
cumstances. 

Gas Production. I have made an assumption which I 
think is reasonable that an independent gas company oper¬ 
ating under the supervision of Stone & Webster Service 
Corporation or some such service company could operate 
the gas production plant with the same degree of efficiency 
as it is being operated as a department of Virginia Electric 
and Power Company. I would, therefore, estimate no 
change in expenses in this group of accounts. 

Distribution Expenses. I have made an assumption which 
I think is reasonable that an independent gas company 
operating under the supervision of Stone & Webster Ser¬ 
vice [R. p. 3901] Corporation or some such service com¬ 
pany could operate the Distribution Department as effi¬ 
ciently as it is now being operated as a department of 
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Virginia Electric and Power Company. However, it is my 
judgment that there would undoubtedly be some increase 
in the expenses under this group of accounts for the inde¬ 
pendent gas company’s operation, due to the loss of 
economies brought about by the present practice of using 
combination service men handling both electric and gas 
customers. While it is my judgment that this loss in 
economy will probably amount to several thousand dollars 
a year, I have disregarded this loss for this purpose. 

Customers Accounting and Collecting Expenses. Mr. 
Trockmorton has testified as to the increased cost of op¬ 
erating the Gas Department as an independent company 
in the conduct of Customers Accounting and Collecting 
Expenses, and there has been introduced in evidence Engi¬ 
neers’ Exhibit Xo. 221 showing in detail these increases. 
For the purpose of estimating the increase in cost for this 
group of accounts, I am taking Mr. Throckmorton’s figures 
as per Engineers’ Exhibit Xo. 221. I participated with 
Mr. Throckmorton in the preparation of this estimate and 
believe it to properly reflect the increased cost of Custo¬ 
mers Accounting and Collecting Expenses if the Gas De¬ 
partment were operated as an independent company. The 
increased cost for this group [R. p. 3902] of accounts, as 
per Engineers’ Exhibit Xo. 221, amounts to $22,200. 

Sales Promotion Expenses. Supervision. (See Sched¬ 
ules A and A-l). Supervision of the Sales Department for 
the independent gas company in Xorfolk will require the 
services of a sales manager at a salary of $5,000 per year, 
an ofiice assistant at a salary of $1,500 per year and a 
clerk at a salary of $1,000 a year, a total supervisory ex¬ 
pense of $7,500 a year. 20 per cent of these salaries are 
charged to Merchandise and Jobbing, leaving $6,000 to be 
charged to this account Supervision in gas operating ex¬ 
penses. 

Salaries and Commissions (See Schedules A and A-2). 
Sales department personnel for the independent gas com- 
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pany in Norfolk will be composed of four men, an indus¬ 
trial sales engineer to handle all contacts with present and 
prospective industrial gas customers at a salary of $4,000 
a year; two commercial and residential sales engineers to 
handle contacts with present and prospective residential 
and commercial customers at a salary of $3,000 per year 
each and assisting these three engineers as office assistant 
and engineer we have assigned one employee, a man compe¬ 
tent to keep all records and to assist these engineers in the 
conduct of their work, at a salary of $1,800 a year, a total 
of $11,800 assignable to gas operating expenses for the 
account [R. p. 3903] of Salaries and Commissions. 

Demonstration (See Schedules A and A-3). 

This account includes the cost of labor and materials 
used and expenses incurred in demonstrating the use of 
appliances and other equipment and it is my judgment that 
an independent gas company in Norfolk will find it neces- 
sarv to conduct rather extensive demonstrations in the use 
of appliances, at least to the extent of that employed by 
the Virginia Electric and Power Company in operating 
the Gas Department at Norfolk. AVe, therefore, estimate 
that Demonstration Expenses will equal the amount now 
being spent under this account, that is $2,400 per year. 

Advertising (See Schedule A). 

This account includes the cost of labor and materials 
used and expenses incurred in connection with advertising 
for the purpose of promoting the sale of gas. It includes 
advertising in newspapers, periodicals, booklets, bulletins, 
and such like. It is my judgment that $3,600 a year is the 
very minimum that could be considered as a reasonable 
advertising budget for an independent gas operation in 
Norfolk. 

It will be seen by reference to Schedule A that Virginia 
Electric and Power Company’s Gas Department advertis¬ 
ing expenses for the month of July was only $13.72, at 
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which rate the annual advertising bill would be only $160. 
As a matter of fact, the advertising bill for the Gas De¬ 
partment for [R. p. 3904] six months ending June, 1941, 
amounted to $547, which is equivalent for a full year to 
$1,094, or about $1,100 which is the figure I have used. An 
independent gas company in Norfolk would, in my judg¬ 
ment, find it necessary to advertise extensively concerning 
the various uses of gas and being a new concern without 
the prestige of Virginia Electric and Power Company back 
of it would find it necessarv to do considerable advertis- 
ing of institutional or goodwill nature. This account does 
not include advertising in connection with merchandising 
or appliance sales. 

Miscellaneous Sales Expenses (See Schedule A). 

This account includes the cost of labor and materials 
used and expenses incurred in soliciting new business ex¬ 
cept amounts chargeable to the foregoing accounts. It does 
not include any expense incurred in connection with mer¬ 
chandising or appliance sales. Based upon the experience 
of Virginia Electric and Power Company, it is my judg¬ 
ment that $1,200 per year is a reasonable expectation for 
expenditure under this item. Reference to Schedule A will 
show that July expenditures for Virginia Electric and 
Power Company were only $11.14 which for a twelve-month 
period would be approximately $140. This is abnormal, 
the figure for six months ending June, 1941, for Virginia 
Electric and Power Company being $371, which for twelve 
months would produce a figure of $742. This also is ab¬ 
normally low, having been [R. p. 3905] affected by a credit 
earlier in the year from a reserve set up some years ago 
to cover loss on rented appliances. Since the loss on rented 
appliances did not materialize, the reserve has been cred¬ 
ited back to the operating account during the past few years. 
In view of these conditions, I believe $1,200 to be a reason¬ 
able figure. The increased cost for this group of accounts, 
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Sales Promotion Expenses, amounts to $7,S00 per year for 
the independent gas operation in Norfolk as compared with 
its operation as a department of Virginia Electric and 
Power Company, adjusted in a few instances which I have 
mentioned to a normal basis. 

Administrative and General Expenses. Operation. Sal¬ 
aries of General Officers and Executives (See Schedules B 
and B-l). 

This account includes the compensation of officers and 
executives of the utility. Since the organization which I 
have set up for the operation of the Gas Department as an 
independent company is based upon operating under the 
supervision of Stone & Webster Service Corporation or 
some such service corporation, it is necessary, in my judg¬ 
ment, to have only four executive officers, a president at a 
salary of $10,000 a year; secretary-treasurer at a salary 
of $6,000 a year; a purchasing agent at a salary of $4,000 
a year and a personnel and welfare officer at a salary of 
$3,000 a year; a total of $23,000 for salaries of [R. p. 3906] 
General Officers and Executives as against $11,500 now 
charged annually on a July 1941 basis to this account on 
the books of Virginia Electric and Power Company ap¬ 
plicable to the Gas Department in Norfolk. These officers 
and their salaries represent my judgment, based on years 
of experience in the public utility business, which judgment 
has been checked and approved by Mr. Throckmorton, and 
Mr. Barnes, whose qualifications are in the record in these 
proceedings. 

Q. Where you referred to a July basis, Mr. Holtzclaw, 
what do you mean when you mention that in connection with 
an annual adjustment? A. July, 1941 multiplied by the 
figure 12. 

Q. Will you proceed, please? A. Other General Office 
Salaries (See Schedules B and B-2). This account includes 
the compensation of employees in the general or divisional 
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offices of the utility, such as executive, accounting, treasury, 
legal, etc. An organization for such an independent gas 
company necessary to properly perform the duties ordi¬ 
narily assigned to such employees as assistants and secre¬ 
taries to general officers, the general accounting department, 
pay roll department, stenographers, typists, etc., would 
consist of 17 employees, with a combined salary of $26,600 
a year. These employees would be as follows: 

[R. p. 3907] Assistant to President and Secre¬ 


tary-Treasurer . $ 2,500 

Secretary to President and Secretary-Treasurer 1,800 

Chief Clerk, Accounting Department. 3,600 

Plant Accountant. 2,700 

Chief Pay Roll Clerk. 2,400 

Assistant Pay Roll Clerk. 1,200 

Cash Receipts and Disbursement Clerks (3). 3,400 

Subsidiary Records Clerks (4). 4,700 

Stenographers, Typist, Messenger (4). 4,300 


Total—17 Employees. $26,600 


I have checked my judgment in this matter with Mr. P. 
R. Williams, Comptroller of Virginia Electric and Power 
Company, and Mr. J. V. Mitchell, Assistant Comptroller of 
Virginia Electric and Power Company, Mr. P. R. Williams, 
previous to his connection with Virginia Electric and Power 
Company, was for many years an auditor engaged in audit¬ 
ing public utility companies of all sizes and character. Mr. 
J. V. Mitchell has for many years had close and active juris¬ 
diction over matters pertaining to personnel engaged in 
general accounting for the Company. These men are in 
agreement with me that my estimate as to the requirements 
concerning this general office personnel and the salaries is 
conservative. 

Assistant to President and Secretary-Treasurer and 
Secretary to President and Secretary-Treasurer. 
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[R. p. 390S] These employees will work closely with the 
General Officers, assist them with office routine and to a 
large extent handle routine matters which come up in the 
ordinary course of business from day to day. 

Chief Clerk, Accounting Department. This employee 
would be assigned the responsibility for all accounting work 
of the Company, including general accounting, customers 
accounting, purchasing and stores accounting, etc. He 
would have certain specific duties to perform such as the 
preparation of financial, statistical and operating reports 
and the preparation of all Federal income and other Federal 
tax returns. 

Plant accountant. In a gas company with a gross of 
$1,200,000 a year and a Plant Account of between $5,000,000 
and $6,000,000, there is need for a well qualified man as 
Plant Accountant and there is sufficient detail work in con¬ 
nection with improvements to and retirements of property 
to require the employment of a man capable and well trained 
in this work. It is probable that such a man could prepare 
all real and personal property tax renditions and assist the 
Chief Clerk in the preparation of some of his reports. 

. Pay Roll Clerks (2). Two clerks would be necessary to 
properly record all pay roll detail work. 

Cash Receipts and Disbursement Clerks (3). Three 
clerks will be necessary for this work and they should be able 
to [R. p. 3909] handle all record work in connection with 
purchase requisitions and orders, invoices, the payment of 
such invoices and the record of payment, as well as the 
receipt of all monies and bank reconciliations. 

Subsidiary Records Clerks (4). These four clerks would 
be required to take care of all records of a routine nature, 
such as stock issue records, automotive operating data, mis¬ 
cellaneous receivable charges, scrap accumulation records, 
fuel records and inventory of supplies. 

Stenographers, Typist, Messenger (4). This provides 
for employment of two full-time stenographers and a typist. 
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It is possible that sometimes these may be used to advantage 
on clerical work. One messenger is included. 

Expenses of General Officers (See Schedule B). 

Traveling and miscellaneous expenses of general officers 
of an independent gas company in Norfolk will, in my judg¬ 
ment, amount to $1,800 a year as against $420 for the Gas 
Department of Virginia Electric and Power Company per 
year on a July 1941 basis, and $469 for the entire year of 
1940. The Gas Department of Virginia Electric and Power 
Company is charged wuth only a small percentage of the 
expenses of general officers. It is my judgment that an aver¬ 
age of $150 per month for traveling and miscellaneous ex¬ 
penses for general officers of the independent gas company 
would be necessary. 

[B. p. 3910] Expenses of General Office Employees (See 
Schedule B). Traveling and miscellaneous expenses of gen¬ 
eral office employees will, in my judgment, amount to $200 a 
year as against $50 a year for the Gas Department of Vir¬ 
ginia Electric and Power Company on a July 1941 basis, 
and as against $89 for the full year of 1940. Only a small 
percentage of the expenses of general office employees of 
Virginia Electric and Power Company is assigned to the 
Gas Department. It is my judgment that $200 a year is 
necessary in this account. 

General Office Supplies & Expenses (See Schedule B). 
Annual expenses under this account on a July 1941 basis 
total $4,700 as against $4,905 for the full year of 1940. It 
is my judgment that the independent gas company may be 
expected to incur expenses of $4,700 under this account. 

Management & Supervision Fees and Expenses (See 
Schedule B). As I have heretofore stated, the setup of this 
organization for an independent gas company in Norfolk is 
based upon operation under the supervision of a service 
company similar to Stone & Webster Service Corporation. 
The fee charged by Stone & Webster Service Corporation 
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is based upon gross revenue and outstanding securities. In 
the standard form of Stone & Webster Service Corporation 
contract, there is a fixed fee of $3,000 a year for companies 
doing more than $1,000,000 a year gross. In addition to this, 
[R. p. 3911] there is a charge equal to 1*4 per cent of the 
annual gross revenue up to $4,000,000 and a further charge 
of 75 cents per $1,000 of outstanding securities. 

Based upon gross revenues of $1,200,000 a year, which 
in this case is approximately the gross revenue of the Gas 
Department for the six months ended June 30, 1941 multi¬ 
plied by two, and based further on $4,000,000 in securities 
to be outstanding, which I feel to be a conservative esti¬ 
mate, the Stone & Webster fee would be $24,000 a year, 
made up as follows: 


Fixed Fee. $ 3,000 

1 V 2 % of $1,200,000..... 18,000 

75^ per $1,000 on $4,000,000 Securities. 3,000 

Total. $24,000 


Special Services (See Schedule B). 

This item covers principally the expense of annual 
audits and is estimated to be $1,500 which is $300 per year 
higher than the normal annual charge of $1,200 to the Gas 
Department of Virginia Electric and Power Company for 
its proportion of annual audits of the entire Company. The 
figure for July 1941 on Schedule B is abnormally high, due 
to the fact that provision was made during this month for 
payment for special auditing services. 

Legal Services (See Schedule B). 

An independent gas company in Norfolk would require 
the [R. p. 3912] services of a competent legal firm at a fee 
which would not be less than $5,000 a year. $1,000 of this 
amount is charged to Injuries and Damages Reserve and 
$4,000 to Legal Services. 
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Insurance (See Schedule B). 

It is estimated that insurance for an independent gas 
operation in Norfolk under Stone & Webster Service Cor¬ 
poration supervision will be the same as for the Gas Depart¬ 
ment of Virginia Electric and Power Company. 

(Injuries and Damages (See Schedule B). 

It is estimated that the annual accrual to take care of 
Injuries and Damages will amount to $6,000 a year, the same 
as for the Gas Department of Virginia Electric and Power 
Company. 

Employees’ Welfare Expenses (See Schedule B). 

It is estimated that the annual charge for Employees’ 
Welfare Expenses will be the same as that now charged to 
the Gas Department of Virginia Electric and Power Com¬ 
pany. The figure for the month of July representing ex¬ 
penses under this account is abnormally low due to receipt 
of a dividend on the Company’s group life insurance policy. 
As a result of this dividend, contributions by the Company 

and dues bv members of the Benefit Association were 
* 

waived for the month of July. 

Pensions (See Schedule B). 

[R. p. 3913] If the Virginia Electric and Power Company 
should dispose of the Gas Department in Norfolk, it would 
take over all pension payments to employees on pension 
rolls, in which case there would be no pensions to be paid by 
the independent gas company. 

Miscellaneous General Expenses (See Schedule B). 
For the year 1940, Miscellaneous General Expenses of 
the Gas Department of Virginia Electric and Power Com¬ 
pany amounted to $3,583. For six months ending June 1941, 
Miscellaneous General Expenses amounted to $1,727. Nor¬ 
mal annual expenditures under this account, therefore, may 
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be expected to be $3,600. While this amount might be in¬ 
creased substantially in the case of the operation as an 
independent gas company in Norfolk on account of the prep¬ 
aration and publication of stockholders reports, dividend 
notices, transfer fees, etc., this amount for this purpose is 
being disregarded. 

In the Taylor Report of August 1, 1941, Engineers Ex¬ 
hibit No. 202, certain operating expenses and interdepart¬ 
mental services have been reallocated between departments 
and he has recommended a charge to the Gas Department 
covering free transportation on street cars and buses for 
Gas Department employees. 

According to the Taylor Report, there are 176 employees 
of the Gas Department but in his report he has recommended 
a [R. p. 3914] charge to the Gas Department expenses of 
$1,474 per month for the months of July, August, and Sep¬ 
tember, covering free transportation for Gas Department 
employees, undertaking to cover all regular employees of 
the Gas Department as well as employees engaged on tem¬ 
porary work. This figure of $1,474 per month for the month 
of July is, in my judgment, abnormal and a reasonable basis 
on which this free transportation should be charged is for 
176 employees. We have, therefore, adjusted this figure to 
represent free transportation to 176 employees at a total of 
$11,440. 

As stated above, in calculating Miscellaneous General 
Expenses for the independent gas company operation it is 
estimated that this will amount to $3,600 a year, the same 
as the normal annual expenses of the Gas Department of 
Virginia Electric and Power Company. In addition to this 
amount, however, representing normal miscellaneous gen¬ 
eral expenses, I am including on Schedule B under Miscel¬ 
laneous General Expenses an amount to be included in the 
expenses of the independent gas company representing in¬ 
creased compensation to the employees of the Gas Depart- 
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ment in lieu of free transportation which they will lose if 
the Gas Department is disposed of. This amount is $8,840, 
and represents $65.00 per employee per year for 115 regu¬ 
lar employees of the Production and Distribution Depart¬ 
ments of the gas operation, plus 21 employees now employed 
in the Gas Department of Vir [R. p. 3915]ginia Electric 
and Power Company who, in my judgment, will be employed 
by the independent gas company if the property is sold. 
This amount is set up opposite Miscellaneous General Ex¬ 
penses as an offset to transportation furnished to employees 
of the Gas Department of Virginia Electric and Power Com¬ 
pany, although it is recognized that a wage or salary in¬ 
crease to employees in lieu of free transportation would not 
be charged to Miscellaneous General Expenses but would 
be charged to various pay roll accounts according to the 
employees’ duties. I have shown it under Miscellaneous 
General Expenses as a lump sum for the sake of easy 
comparison. 

Administrative and General Expenses Transferred— 
Credit (See Schedule B). 

This represents credits of amounts recorded in Ad¬ 
ministrative and General Expenses which are properly 
includible in construction costs. This item represents a 
credit to General Expenses offsetting a charge to Construc¬ 
tion based on a small percentage of construction charges 
for services rendered by general officers and employees in 
connection with addition to property account. In niv judg¬ 
ment, it is reasonable to assume that an independent gas 
company would make a similar credit to Administrative 
and General Expenses and similar charges to Construction; 
so the item is estimated at the same amount as for the Gas 
[R. p. 3916] Department of Virginia Electric and Power 
Company. 

Maintenance. Maintenance of Structures and Improve¬ 
ments, Office Furniture and Equipment and Miscellaneous 
Property are estimated to be the same amount for the in- 
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dependent gas company as for the Gas Department of Vir¬ 
ginia Electric and Power Company. 

The increased cost of operating the Gas Department as 
an independent company for this group of accounts, Ad¬ 
ministrative and General Expenses, amounts to $45,130 per 
year as compared with its operation as a department of 
Virginia Electric and Power Company, adjusted in some 
instances which I have mentioned to a normal basis. 

The following is a summary of increases in operating 
expenses of the independent gas company in these accounts 
which I have discussed as against its operation as a de¬ 
partment of Virginia Electric and Power Company: 

Increase 
in Cost 

Customers’ Accounting and Collecting Ex¬ 


penses . $22,200 

Sales Promotion Expenses. 7,800 

Administrative and General Expenses. 45,130 

Total . $75,130 


subject to an adjustment as mentioned in Note A of En¬ 
gineers Exhibit 223. 

Q. Mr. Holtzclaw, have you prepared a tabulation show- 
[R. p. 3917] ing the total additional expense from operat¬ 
ing the Gas Department as an independent company? A. 
I have. 

Qi Do you believe that this tabulation is correct? A. 
I do, with the adjustments mentioned in Note A on the 
tabulation. 

Mr. Moore: Mr. Examiner, we now ask that this tabula¬ 
tion be marked for identification as Engineers Exhibit No. 
224; and we offer it in evidence. 

The Examiner: It is so admitted in evidence. 

(The tabulation above referred to was received in evi¬ 
dence and marked Engineers’ Exhibit No. 224.) 
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Q. (By Mr. Moore) Vliat is tlie total additional ex¬ 
pense shown in this tabulation? A. The total increase in 
expenses which would result if the Gas Department is op¬ 
erated as an independent company due to loss of efficiencies 
resulting from discontinuance of joint operation amounts 
to $131,099, less the adjustment to be made as mentioned 
in Note A of Engineers Exhibit No. 224. This is divided 
as follows: 

[R. p. 3918] Expenses now charged to Gas 
Department which would have to be ab¬ 
sorbed by other departments in event of 
disposal of the Gas Department, as shown 


on Engineers Exhibit No. 222. $55,969 

Increase in expenses of the Gas Department 
if the Gas Department is operated as an 
independent company as shown on Engi¬ 
neers Exhibit No. 223. 75,130 

Total . $131,099 


which amount is subject to a small adjustment, as indicated 
on Engineers Exhibit No. 224. 

Q. Mr. Holtzclaw, in your opinion as an expert utility 
operator, does the figure $131,099 subject to the adjust¬ 
ment that you have stated represent the economies which 
will be lost from operating the Gas Department as an in¬ 
dependent company rather than in combination with the 
Electric system of Virginia Electric and Power Company? 
A. Yes, provided the Virginia Electric and Power Com¬ 
pany continues to operate as at present except for disposal 
of the Gas Department. If the Company discontinues any 
of its incidental businesses, the loss of economies will in¬ 
crease. 

• • • • • 
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DOXALD C. BARXES 

# • * • • 

Further Direct Examination 

* • * * • 

(By Mr. Tucker) 

[R. p. 3997] Q. Mr. Holtzelaw introduced two exhibits in 
connection with his testimony in these proceedings on 
August 25,1941 entitled “Engineers’ Exhibit Xo. 223” and 
“Engineers’ Exhibit Xo. 224”. Each of these exhibits 
contained a footnote stating that you would testify sub¬ 
sequently regarding the executives and experts to be re¬ 
quired, the expense of employing them and the portion of 
such expense which would be borne by the Gas Department 
if it continued to operate jointly with the Electric Depart¬ 
ment. 

Based on the testimony which you have just given, 
will you please state what amount would be borne by the 
Gas Department of the Virginia Electric and Power Com¬ 
pany, first, if that company were operated independently 
and, second, if operated as an associate company in a hold¬ 
ing company system consisting of Virgania Electric and 
Power Company and Savannah Electric and Power Com¬ 
pany? [R. p. 399S] A. If you will refer to Engineers’ 
Exhibit 230 which I have just introduced you will find the 
added cost of supervision of Virginia Electric and Power 
Company as an independent unit would be $152,S00. The 
cost of this service would be allocated between departments 
in approximately the same ratio as the gross revenues of 
these departments. 

On the basis of 1940 operations this would result in 
the assignment of 5 per cent of this cost to the Gas Depart¬ 
ment, or a total amount of $7,640. 

If Virginia Electric and Power Company and Savannah 
Electric and Power Company were operated in a combined 
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holding company system, this Exhibit 230 shows that the 
cost of supervision to Virginia Electric and Power Com¬ 
pany would be $137,S00. Therefore, the portion to be 
borne by the Gas Department would be 5 per cent of this 
amount or $6,S90. 

Q. What effect, if any, do you think the disposition of 

the Gas Department would have on the costs necessary to 

provide adequate supervision for Virginia Electric and 

Power Company in case it was operated as an independent 

company or as an associate company in a holding company 

system consisting of Virginia Electric and Power Company 

and Savannah Electric and Power Company? A. In my 

opinion, no reduction in cost could be effected if the gas 

property were disposed of as all of the personnel which 

I have included in my estimate would be [R. p. 3999] 

required whether or not the Gas Department was operated 

as a part of the Virginia Electric and Power Company 

svstem. 

* 

Q. If the Gas Department of Virgina Electric and Power 
Company were disposed of what would be the effect under 
these circumstances on the expenses charged to the Gas 
Department which would have to be absorbed by other 
departments and what would be the effect on the increased 
expense of the Gas Department if the Gas Department were 
operated as an independent company? A. The expenses 
to be absorbed by other departments would be increased 
by the amount of supervision cost allocated to the Gas 
Department, namely, $7,640, in the event Virginia Electric 
and Power Company operated as an independent company 
and $6,890 if the company operated as an associate com¬ 
pany in a holding company system consisting of Virginia 
Electric and Power Company and Savannah Electric and 
Power Company, and correspondingly the increase in ex¬ 
penses of the Gas Department if the Gas Department were 
operated independently would be reduced by these amounts 
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respectively so that the net effect on the total increase in 
expenses which would result if the Gas Department were 
operated as an independent company due to loss of effi¬ 
ciency resulting from joint operation would not be changed 
but would remain in the amount as testified to by Mr. 
Holtzclaw, namely, $131,099. 

• • # # * 

J. V. MITCHELL 
Further Cross Examination 

[R. p. 40S11 Q. (By Mr. Fischgrund) Mr. Mitchell, re¬ 
ferring to Engineers’ Exhibit 221, page 2, do the employees 
shown there represent all the employees who would do 
customers accounting and collecting work for the inde¬ 
pendent gas company? A. Yes, sir. 

Q. And the $60,300.00 of expense for customers account¬ 
ing and collecting for the independent gas company repre¬ 
sents all of the customers accounting and collecting expense 
for the independent gas company? 

Mr. Tucker: You are now referring to page 1 of that 
Exhibit ? 

Mr. Fischgrund: That is correct. 

Mr. Tucker: The third column? 

[R. p. 40S2] Mr. Fischgrund: That is correct. 

The "Witness: Yes sir. 

Q. (By Air. Fischgrund) And at present some of the 
customers accounting and collecting expense is charged to 
merchandising and jobbing? A. Under the present ar¬ 
rangement ? 

Q. That is correct. A. That is, covering both electric 
and gas ? 

Q. That is right. 

The Witness: Will you repeat his question please? 

(The question was read by the reporter.) 
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The Witness: Yes, a small part of it is. 

Q. (By Mr. Fiscligrund) Then the $38,100.00 figure 
shown on page 1 of Engineers’ Exhibit 221 and the 
$60,300.00 figure likewise shown there are strictly not com¬ 
parable, as the $38,100.00 is after an allocation of a portion 
of customers accounting and collecting expenses to mer¬ 
chandising and jobbing, while the $60,300.00 figure is before 
such allocation, is that not correct? A. In the $38,100.00 
figure there has been made some small apportionment of 
expense to the merchandise and jobbing business. The 
total amount of the $60,300.00 has [R. p. 4083] been con¬ 
sidered as being customers accounting and collecting ex¬ 
penses. 

Q. Why was not an allocation of a portion of the 
$60,300.00 figure to merchandising and jobbing made? A. 
There was no apportionment made of the $60,300.00 figure 
to merchandise and jobbing because of the relative small¬ 
ness of the amount involved. 

Q. Well, about how much would you estimate that the 
allocation to merchandising and jobbing amounted to, or 
would amount to? 

Mr. Moore: You mean to be included in the $60,300.00? 

Mr. Fiscligrund: Either to be included in the $60,300.00 
figure, Mr. Moore, or from the amount that was charged 
during the month of July to merchandising and jobbing on 
customers accounting and collecting, or otherwise obtaining 
a general estimate of the amount of that figure. 

Mr. Moore: Well, I just wanted to be sure the witness 
has clear in his mind what you wanted. 

The Witness: Right now, at the present time I do not 
know just how much would be chargeable to merchandise 
and jobbing business. 

Q. (By Mr. Fischgrund) Would you estimate that it 
would be more than $500.00? [R. p. 4084] A. Yes, I should 
think it would be more than $500.00. 
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Q. Much more? A. I do not think it would exceed 
$2,000.00 for the year, but that is a strictly —entirely a very 
rough estimate. 

Q. And you thought that $2,000.00 was such a small 
amount that it did not justify being signified by a reduction 
from the $6,300.00. A. We did not feel that it was suf¬ 
ficiently large to involve this statement. 

Q. Perhaps there are other such items of adjustment 
that you did not feel were large enough to require adjust¬ 
ment? A. I do not think so. 

Q. You mean you cannot think of any at the present 
time, or you would not be certain that there is not any? 
A. I feel quite confident that there are not. 

Q. Do you not have the amount of the customers account¬ 
ing and collecting expense which were charged to merchan¬ 
dising and jobbing during the month of July? A. No, I 
do not. 

Q. Do you know the amount of customers accounting and 
collecting expense charged to merchandising and jobbing 
during 1940 ? A. No, I do not. 

[R. p. 4085] Q. Well, if you will turn to page 45 of Engi¬ 
neers' Exhibit 202, which is the report prepared by Mr. 
Taylor, you will see that $14,271.00 of customers accounting 
and collecting expense was charged to merchandising and 
jobbing, of which $1,857.00 was charged to the gas depart¬ 
ment. A. On page 45. 

Q. That is right. Is that not correct? A. Mr. Taylor’s 
report, which was filed as Exhibit 202, included a state¬ 
ment of merchandise and jobbing separated between elec¬ 
tric and gas, which was prepared by him and which included 
certain expenses which he thought were properly charge¬ 
able against merchandise and jobbing, but which during 
1940 had been charged to operating expenses. Just what 
those amounts were I do not know. 

Q. But it is your opinion that page 1 of Engineers’ 
Exhibit 221, in particular the figures of $38,100.00 com- 
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pared with $60,300.00 is off by $2,000 with respect to the 
failure to make an adjustment for charges to merchandising 
and jobbing! A. I just testified that a very rough esti¬ 
mate, according to my opinion, would mean that there was 
probably an amount not in excess of $2,000 which might be 
chargeable against merchandise and jobbing business and 
which is included in the total figure of $60,300 as shown 
on page 1 [R. p. 40S6] of Exhibit 221. 

Q. And which should be deducted from it? A. And 
which, to exclude merchandise and jobbing, should be 
deducted from the figure. 

Q. That is, from the $60,300? A. Yes sir. 

• • • • • 


R. J. THROCKMORTON 
Cross Examination 
(By Mr. Fischgrund) 

[R. p. 4114] Q. Mr. Throckmorton, referring to Engineers’ 
Exhibit No. 220-B, you have observed that it is shown that 
the transportation expense for the Gas Department for cus¬ 
tomers ’ accounting and collecting during the month of July 
amounted to $33.36. A. Which exhibit is that ? 

Q. Engineers’ Exhibit No. 220-B. A. Yes. 

Q. Then, the transportation expense for customers’ 
accounting and collecting, for all the combination service, 
Electric and Gas customers, would amount to just twice 
that, or $66.72, approximately? A. Let me familiarize 
mvself with this exhibit, will vou? 

Q. Surely. 

The Witness: Read that question, please, Mr. Reporter. 

(Whereupon, the pending question was read by the 
reporter.) 

The Witness: I do not understand what you mean by 
“twice that”. 
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Q. (Bv Mr. Fischgrund) Do you recall Mr. Mitchell’s 
testimony that the customers’ accounting and collecting 
expense for the combination electric customer in Norfolk 
would amount to about the same as the customers ’ account¬ 
ing and collecting expense charged to the gas department 
in Norfolk? [R. p. 4115] A. No, the transportation expense 
to the electric is a great deal more than to the gas depart¬ 
ment, because they go into the outlying territory. 

Q. I am just referring to the transportation expense for 
combination service electric customers. The amount of that 
expense, just for such electric customers, would be the same 
amount that was charged to the gas department* A. I 
would say so, yes. 

Q. So that that would amount to $66.72, transportation 
expense, for the combination electric and gas customers in 
Norfolk? A. For the month of July—yes. 

Q. Now, Mr. Throckmorton, how do you reconcile the 
transportation expense of $66.72 for customers’ accounting 
and collecting of both electric and gas combination service 
customers in Norfolk, with your estimate of $200 a month 
for the gas department, if alone, as an independent com¬ 
pany? A. Well, we estimated that- 

Mr. Tucker: (Interposing) Just a moment; you have 
the wrong line there, and I think you are going to get a 
mixed record. 

Mr. Moore: You referred to Exhibit 221, page 2? 

Air. Fischgrund: That is correct. 

Mr. Moore: The transportation figure there is 1200, 
vou sav? 

i •> 

[R. p. 4116] Mr. Fischgrund: The amount under transpor¬ 
tation for meter reading is $1200 a year, and transporta¬ 
tion under collecting is $1200 a year, which is a total of 
$2400 a year. 

Mr. Moore: I beg your pardon, it is in both places. I 
am sorry. We were looking at just one place. 
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The Witness: There is an expense of transportation 
under meter reading on this Exhibit 220-B. 

Q. (By Mr. Fischgrund) Does not the $33 represent the 
total of transportation expense for customers’ accounting 
and collecting? A. I am not familiar with the exhibit, I just 
saw that there—yes, I think it does. 

(By Mr. Fischgrund): 

Q. Then, I ask you again, how do you reconcile the 
transportation expense for customers’ accounting and col¬ 
lecting work of $33.36 to the gas department alone, or $66.72 
for the electric and gas combination customers, with your 
estimate of $200 a month for transportation expenses for 
the gas department if it was alone, as an independent com¬ 
pany? A. Well, our estimate is that an automobile in the 
meter reading department and in the collecting department 
will average approximately 25,000 miles a year, and, based 
on a cost of 5 cents a mile, which is our over-all cost of our 
transportation expense. 

Q. Well, how do you estimate that you need that amount 
of mileage and that amount of automobile expense if you 
only [R. p. 4117] have $66.72 worth of transportation 
expense for customers’ accounting and collecting of both 
gas and electric combination service customers in Norfolk? 
A. I do not know; there must be something wrong with 
these figures. 

Q. There must be something wrong with the estimate? 
A. My estimate, or something; I just think that our expe¬ 
rience has been that a meter-reading car and a collection 
car—the collectors and the meter readers will average 
approximately 25,000 miles a year, and we took 24,000 and 
based it at 5 cents a mile and we arrived at this amount. 
Each department will have to have an automobile, the 
meter-reading department and the collection department. 

Q. Well, if there is only $66.72 for both electric and gas 
combination service customers in Norfolk at present, they 
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cannot travel that much mileage, can they, or is there 
something wrong some place? A. Xo, at $66, you could 
not travel any such mileage as that. 

Q. Perhaps they do not have to travel that far, is that 
not possible? A. Well, it might be, and then, they might 
have to travel farther. 


• * • • • 

(Appendix pages 608 to 664, inclusive, contain excerpts 
from the transcript of hearings before the Trial Examiner 
of the Commission, held pursuant to the Commission’s Order 
under Section 11(b)(1) of the Act. The numbers in 
brackets indicate the paging of the certified transcript, 
which are the same as that of the original reporters’ tran¬ 
script. Corrections have been made in these excerpts in 
conformity with the corrections set forth in Document No. 
417—R., pp. 8149-8228.) 

Transportation (Baton Rouge Bus Company) 

[R. p. 5312] H. C. LEONARD 

was called as a witness for and on behalf of the Applicant 
and, having been first duly sworn, testified as follows: 

Direct Examination 

Q. (By Mr. Breckinridge) Q. Will you please state 
vour name, address and business connection? A. Mv name 
is H. C. Leonard. My business address is Gulf States 
Utilities Company, Baton Rouge, Louisiana. I am vice- 
president of Gulf States Utilities Company. 

Q. Will you please state briefly your education, expe¬ 
dience and qualifications for the position which you hold? 
A. I graduated from the Worcester Polytechnic Institute 
in 1916 with the degree of B. S. in electrical engineering, 
and ireceived the degree of M. S. in electrical engineering 
from Union College in 1919. 
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My work during the past twenty years has been with 
companies associated with Stone & Webster and with Engi¬ 
neers Public Service Companies. I was employed by Stone 
& Webster Engineering Corporation in 1920 and served 
approximately six months as a field appraisal engineer 
and about a year as electrical draftsman of power installa¬ 
tions in the Boston office of Stone & Webster Engineering 
Corporation. 

From 1921 to 1930, I worked for the Virginia Electric 
[R. p. 5313] and Power Company, first as an efficiency 
engineer in the Richmond Power Station, later as design 
engineer in charge of the design and installation of power 
stations, substations and transmission lines, later as elec¬ 
trical engineer for the entire system, then as electrical 
engineer for the entire system, then as superintendent of 
the electric department of the Norfolk Division, and finally 
as general manager of the electric department of the Rich¬ 
mond Division. 

In 1930,1 was transferred to the El Paso Electric Com¬ 
pany as general superintendent in charge of the electrical 
operating departments and of the Mesilla Valley Electric 
Company. In 1935, I was transferred to the Gulf States 
Utilities Company as vice-president in charge of the Lake 
Charles Division. In 1936, I was transferred to Baton 
Rouge as president of the Baton Rouge Electric Company 
and Louisiana Steam Generating Corporation. When 
these companies were merged with the Gulf States Utilities 
Company in 1938,1 was made vice-president of Gulf States 
Utilities Company in charge of the properties in Louisiana, 
and was elected a director of this company, which positions 
I now hold. 

In 1936, when I was transferred to Baton Rouge, the 
Baton Rouge Electric Company owned the Baton Rouge 
Gas propertites and from that date until the merger of 
the Baton Rouge Electric Company into Gulf States Utili¬ 
ties Company [R. p. 5314] in 1938, I supervised the oper¬ 
ation of those gas properties as president of Baton Rouge 
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Electric Company. Since that merger, I have supervised 
those gas properties as vice-president of Gulf States Util¬ 
ities Company. 

* • • * • 


H. C. LEONARD 

Further Direct Examination 

• • • • • 

(By Mr. Tucker) 

[R. p. 154S] Q. Do you have before you a map showing the 
bus route of the Baton Rouge Bus Company, Inc.? A. I 
have. 

Q. Was this map prepared under your supervision? A. 
It was. 

Q. Do you believe it to be correct? A. I do. 

Mr. Tucker: I would like to have the map marked for 
identification only at this time as Engineers’ Exhibit 92. 

The Examiner: The map is marked for identification as 
Engineers’ Exhibit 92. 

(The map referred to was marked as Engineers’ 
Exhibit No. 92 for identification.) 

Q. (By Mr. Tucker) What does this map indicate? A. 
It shows that the company has three principal bus routes, 
known as the East Boulevard-North Boulevard line shown 
in blue, the North Baton Rouge-Park Boulevard line shown 
in brown, and the University line shown in green, all located 
within the city limits and suburbs of Baton Rouge, Louisi¬ 
ana. It also shows in orange three routes that have been 
established since January 1, 1941, namely, the shuttle route 
between the [R. p. 1549] northern terminus of the North 
Baton Rouge line to the parish airport; the New State 
Capital-Choctaw road line; and the Perkins road line. 

• • • • • 
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Also shown in red on the map is the location of the bus 
garage. 

Mr. Tucker: I would like to offer this map in evidence 
as Engineers’ Exhibit 92. 

The Examiner: It is so admitted. 

(Engineers’ Exhibit No. 92 received in evidence.) 

Q. (By Mr. Tucker) Do you have before you a picture 
of the bus garage? A. I do. 

Mr. Tucker: I would like to offer in evidence as Engi¬ 
neers ’ Exhibit 93, this picture of the bus garage. 

The Examiner: It is admitted under that exhibit num¬ 
ber. (Engineers’ Exhibit 93 received in evidence.) 

Q. (By Mr. Tucker) Will you please describe the bus 
garage? A. This garage was originally designed and built 
as a carbarn in 1925. It is of brick, concrete and steel con¬ 
struction. There are located in this building storerooms, 
cashier’s office, employees’ wash and locker rooms, machine 
shop, repair shop, paint shop, blacksmiths’ shop and the 
offices of the superintendent of transportation and the super¬ 
intendent of [R. p. 1550] equipment. 

There are also two small buildings of galvanized iron 
construction used for storing paints, oils, greases, tools, and 
so forth. 

Adequate fire protection is provided at this building by 
use of a sprinkler and fire alarm system and four fire 
hydrants, one located at each corner of the building. 

Adjacent to this garage and on the same plot of ground 
there is presently being constructed a new brick and con¬ 
crete paint shop. 

Q. What sort of repair work is done at this garage ? A. 
There are at this garage a variety of machines and instru¬ 
ments used in the maintenance of buses. These machines 
have been bought from time to time so that all maintenance 
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work could be done at the garage by the company’s 
mechanics at a lower cost than by having special work done 
in independent local shops and garages. 

We have a very completely equipped repair shop. 

In order to still further reduce the cost of maintenance, 
the company has an extra starter, generator, fuel pump, dis¬ 
tributor, voltage regulator, air compressor and brake shoes 
for each type of bus it owns. 

When trouble is experienced with one of these units, it is 
replaced with a reserve one. The broken one is repaired in 
the latter part of the day after all buses have been inspected 
and repaired. 

[R. p. 1551] Q. Do you have a regular schedule for inspect¬ 
ing buses ? A. Yes. Buses are inspected at the end of every 
2,000 miles. At this inspection the bus is greased and the 
carburetor, fuel pump, distributor, starter, generator, 
voltage regulator, battery, tires, brakes, lights, fan, oil filter, 
fan belts, air and water hoses are inspected and repaired 
or replaced. 

In addition to this thorough inspection, all buses are 
given a visual inspection when they come into the garage 
after the completion of the day’s run. This inspection 
consists of a check of the motor for performance. The 
ammdter, air gauge, heat indicator, and oil pressure gauge 
are checked to see if they are properly functioning. The 
body is gone over and any defects that may be hazardous 
to a passenger are repaired. 

Any defects in the bus that are reported by the operator 
are repaired, and the bus is filled with gasoline, water and 
oil. After the tires and battery are checked, the bus is sent 
to the wash rack for washing. 

Q.i Please describe the transportation equipment of 
your company. A. The Baton Rouge Bus Company, Inc. 
has thirty-two buses, one automobile and one service truck. 
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Twenty-two of these buses and the service truck were pur¬ 
chased from Baton Rouge Electric Company in 193S. The 
other ten buses and the automobile have been bought since 
the Bus Company was organized August 1, 1938. In addi¬ 
tion, four 28-passenger buses are on order for delivery this 
summer. I have a schedule showing the age and manufac¬ 
ture [R. p. 1552] and other details regarding the existing 
equipment. 

Q. Was this schedule prepared under your supervision? 
A. Yes. 

Q. Do you believe it to be correct? A. Yes. 

Mr. Tucker: I ask at this time to have this schedule 
marked for identification as Engineers’ Exhibit No. 94. 

The Examiner: The schedule will be marked for identi¬ 
fication under this number. 

(The schedule referred to was marked as Engineers’ 
Exhibit No. 94 for identification.) 

Q. (By Mr. Tucker) What does this schedule show re¬ 
garding the age of the buses ? A. It shows that five of the 
buses were purchased in 1933, four in 1935, six in 1936, three 
in 1937, seven in 1938, two in 1939 and five in 1940. 

Mr. Tucker: I offer in evidence at this time this as 
Engineers’ Exhibit No. 94. 

The Examiner: It is admitted. 

(Engineers’ Exhibit No. 94 received in evidence.) 

Q. (By M. Tucker) Do you consider that this equip¬ 
ment is in good operating [R. p. 1553] condition? A. Yes, 
I do. The majority of the buses are comparatively new. 
Perhaps the best way to indicate their condition is to show 
you pictures of each type of bus. 

Q. Do you have with you in the form of one exhibit 
photographs of each type of bus used? A. Yes. 
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Q. Do these photographs show these buses substantially 
as they exist today? A. Yes. 

Mr. Tucker: I would like to have this marked for identi¬ 
fication as Engineers’ Exhibit Xo. 95. 

The Examiner: It will be so marked. 

(The photographs referred to were marked as Engi¬ 
neers’ Exhibit Xo. S5 for identification.) 

Q. (By Mr. Tucker) "Will you discuss these photo¬ 
graphs, please? A. I have here a picture of the type of 
bus purchased in 1933, Plate Xo. 1- 

Q. (Interposing) That is Plate Xo. 1 in Exhibit Xo. 95? 
A. That is correct. 

Q. Go ahead. A. (Continuing)—a picture of the type 
purchased in 1935, Plate Xo. 2; a picture of the type pur¬ 
chased in 1936 and [R. p. 1554] 1937, Plate Xo. 3; a picture 
of the type purchased in 193S and 1939, Plate Xo. 4; and a 
picture of the type purchased in 1940, Plate Xo. 5. 

These buses are kept in excellent operating condition 
by our maintenance department. They are painted every 
two years or earlier if necessary. Damages sustained in 
accidents are immediately repaired, and equipment re¬ 
painted so that it makes the best possible appearance at 
all times. 

As all buses are thoroughly cleaned nightly, and during 
the day if they happen to go back to the garage, they are 
unusually neat, clean and attractive to the riders. 

Mr. Tucker: I would like to offer this at this time as 
Engineers’ Exhibit Xo. 95. 

The Examiner: The five plates in this exhibit are 
received in evidence. 

(Engineers’ Exhibit Xo. 95 received in evidence.) 
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Q. (By Mr. Tucker) Please give us a brief outline of the 
history of the transportation system in Baton Rouge. A. 
The City of Baton Rouge was first afforded the service of a 
street railway system in 1890. The first street cars were 
drawn bv mules. However, in 1893 an electric svstem was 
inaugurated, changing hands several times, until the year 
1900, when its ownership and operation were taken over by 
Baton Rouge [R. p. 1555] Electric and Gas Company. 

In 1909 the properties were conveyed to Baton Rouge 
Electric Company, which company acquired electric and 
gas utilities along with the electric railway system. 

Many additions were made to the street railwav svstem, 
including an extension in 1925 to North Baton Rouge. 

In the same year, Louisiana State University was moved 
to its present location three miles south of the City of 
Baton Rouge, and to provide the University students with 
means of transportation the company began operation of 
its first bus line which extended service there. 

Mr. Lester: What year was that? 

The Witness: 1925. 

Also, in 1925, the company completed and occupied a 
new brick and steel carbarn located on the North Baton 
Rouge line, a picture of which has already been introduced 
in evidence as exhibit- 

Q. (By Mr. Tucker) No. 93. A. —93. 

The advent of privately owned automobiles began to 
make serious inroads into the revenue of the railway sys¬ 
tem which began dropping in 1927 and continued until 
1932, when the expenses of the transportation department 
far exceeded the revenues. 

[R. p. 1556] Caught in the midst of a depression with 
thousands unemployed, the people of Baton Rouge were 
unable to patronize any transportation service extensively, 
whether it were rendered on rail or rubber. 
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The company decided to reduce their losses by replacing 
the East Boulevard street car line with a bus line using 
the University line buses for this purpose and substituting 
new buses for those operating on the University line. 

In order to further reduce expenses to meet these declin¬ 
ing revenues, in December, 1933, the company substituted 
a bus line for the North Baton Rouge street car extension, 
new buses being put in operation on this line. 

The street car tracks and equipment had been gradually 
charged off the books until in 1933 the balance was practi¬ 
cally written off. The final charge-off was not made until 
1938, when the last private right-of-way was disposed of. 

Q. What fare had been charged on these lines? A. The 
company experimented with several rates on the North 
Baton Rouge and University lines and in February, 1936, 
the fare on the University line was reduced to five cents 
each way. This fare met with instant approval and the 
increased riding was more than enough to justify the reduc¬ 
tion from the former 15-cent roundtrip fare. 

Because of the marked success of the reduced fare on the 
University line, the company reduced the through fare on 
the [R. p. 1557] North Baton Rouge line from 10 cents to 7 
cents, while retaining two 5-cent fare zones, one from the 
south end of the line to the city limits, at the Hammond 
and Eastern Railroad and the Plank Road, and the other 
from this point to the north end of the line in Istrouma. 
These rates still prevail. 

Q. When was the street railway system finally discon¬ 
tinued? A. This was done in April, 1936. 

The remaining street car line, known as the city belt, 
was replaced by a bus line, certain new buses being pur¬ 
chased in connection with this substitution. 

Q. What can you say, Mr. Leonard, with respect to the 
coopbration between the predecessor of Baton Rouge Bus 
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Company, Inc. and the city authorities in the matter of 
establishing bus lines and abandonment of street railway 
lines? A. In 1925, a request was made for some form of 
transportation to the University. In order to avoid the 
expense of the construction of a street railway line to fur¬ 
nish this service, the company proposed the establishment 
of a bus route to the University. Application was accord¬ 
ingly made to the City Council for the operation of this bus 
route, and consent of the City Council was granted by 
ordinance. 

In 1932, because of the unprofitable nature of street 
railway operation on the East Boulevard line, the campany 
proposed to the City Council that the street railway line on 
that route be abandoned and bus substitution authorized. 
The City Council [R. p. 155S] by ordinance gave its con¬ 
sent to such abandonment and such bus operation. 

In 1933, a similar situation arose in respect of the North 

Baton Rouge line, and here again the company requested 

the City Council to permit the company to abandon that 

street railwav route and substitute buses therefor. The 
•> 

City Council gave its consent to such abandonment and 
the operation of such bus route by ordinance. 

Between 1933 and 1935, the only remaining street rail¬ 
way line was the route known as the city belt line. Here 
again the City Council granted its consent to such abandon¬ 
ment and substitution of buses by ordinance, and this aban¬ 
donment finally ended the operation of street railways in 
Baton Rouge. 

In connection with the last abandonment an arrange¬ 
ment with the City Council was carried out whereby the 
company paid to the City $20,000 in consideration of the 
release by the City of all of the company’s street railway 
franchise obligations. 

Q. What effect did this changeover have on the trans¬ 
portation department? A. As the depression lifted, Baton 
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Rouge again began to grow and the transportation business 
began to pick up. New equipment was added until in 1937, 
in order to eliminate duplicate service and serve new terri¬ 
tory that was sufficiently populated to justify bus service, 
the company revised its transportation system. 

[R. p. 1559] Q. How was this done? A. The revised sys¬ 
tem consisted of 13.15 miles of route compared to 12.37 
before the revision. However, the new system served 4.2 
miles of new territory by eliminating duplicate service. 
This revision was successful and riding increased to such 
an extent that revenues of 1938 were well above the pre¬ 
vious high of 1926. 

To take care of this additional business, the company 
bought ten new buses between September 1, 1936 and July 
31,193S. 

Q. TThat was the reason for the organization of the 
Baton Rouge Bus Company, Inc.? A. This was necessary 
because of the consolidation of the properties of Baton 
Rouge Electric Company and Louisiana Steam Generating 
Corporation with those of Gulf States Utilities Company. 
The Articles of Incorporation of Gulf States Utilities 
Company did not permit it to engage in the operation of a 
transportation business. All three of these companies 
whose properties were being consolidated were sub¬ 
sidiaries of Engineers Public Service Company. 

Therefore, on August 1, 1938, Baton Rouge Bus Com¬ 
pany, Inc. was incorporated under the laws of Louisiana 
and all of the stock, consisting of 2,000 shares of no-par 
value capital stock, was issued and sold to Engineers Public 
Service Company for $90 a share, or an aggregate of 
$1S0,000. 

[R. p. 1560] Using a portion of the cash from the sale of its 
securities, the new company purchased the physical prop¬ 
erty of the transportation department of Baton Rouge 
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Electric Company on that date, together with its city fran¬ 
chise and certificates of public convenience and necessity 
issued by the Louisiana Public Service Commission. 

Q. What was the physical property acquired by the bus 
company at the time of its organization ? A. The bus com¬ 
pany acquired the garage and grounds, office equipment, 22 
buses, one passenger car, one service truck, tools, machines 
and other equipment, for a total of $148,237. This figure 
represented the depreciated book value of all the property 
in the transportation department of Baton Rouge Electric 
Company except certain materials and supplies and other 
incidentals which were taken over at cost; namely, $4,825.46. 
The remainder of the proceeds of the capital stock sold for 
$180,000; namely, $26,937.58, was placed in the treasury of 
the bus company for its working capital. 

Q. Has an opportunity ever presented itself for the dis¬ 
position of the transportation business in Baton Rouge ? A. 
Yes. 

In 1935, Baton Rouge Electric Company was approached 
by representatives of the National City Lines, a subsidiary 
of the Rex Finance Corporation of Chicago, Illinois, about 
the possibilities of purchase of the transportation proper¬ 
ties and franchise. [R. p. 1561] A survey of the entire 
system was made by a transportation expert connected with 
General Motors Truck Company, and following this survey 
and negotiations a sales price of $40,000 was agreed upon 
provided the transfer could be carried out with the good 
will of the people and the approval of the officials of the 
City of Baton Rouge. 

Q. What did you do about this offer? A. We attempted 
to secure the sanction of the Commission Council of the 
City of Baton Rouge and a conference was arranged for 
December 27,1935. 

At this meeting all three of the Commissioners expressed 
their disfavor when informed of the proposed sale. The 
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Mayor was of the opinion that if Baton Rouge Electric 
Company could not make any money in the transportation 
business in Baton Rouge, then no one else could. Mr. 
Ricaud, City Commissioner of Finance for 20 years, said 
that no one else in the United States could operate a trans¬ 
portation system more efficiently than Stone & Webster, 
that their electric, gas and transportation operations in 
Baton Rouge had always been regarded and were still re- 
garded by the Commission as a triumvirate, that the only 
trouble with other cities in the United States where diffi¬ 
culties with light, gas and transportation service were ex¬ 
perienced was that they did not have Stone & Webster 
operating them, and that so far as he was concerned, there 
would be no use of anyone trying to explain to him how or 
why any other [R. p. 1562] company could offer Baton 
Rouge any improved service over that of the Baton Rouge 
Electric Company. 

After suggesting that the Council would consider such 

a transfer only on the condition that Baton Rouge Electric 

Company stand between the National City Lines and the 

City, the Mayor broke up the conference by saying that 

the best time for representatives of the National City Lines 

to meet the Commission would be on New Year’s Dav. His 

•> 

meaning was clear as it was generally understood that he 
would be in New Orleans for the Sugar Bowl football game 
on that date. 

Subsequent meetings with the members of the Commis¬ 
sion, separately, proved that it would be impossible to sell 
the transportation business without the proposition being 
put to a vote of the people. There was no doubt in the 
minds of all concerned that the city officials were going to 
fight the proposed sale. Therefore, Baton Rouge Electric 
Company withdrew its offer and all further negotiations on 
the subject were abandoned. 
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Q. Do you have with you in the form of an exhibit 
photostats of three letters written in connection with the 
proposed disposition of the transportation business ’which 
you have discussed? A. Yes. 

Q. Were those photostats prepared under your super¬ 
vision? A. Yes. 

[R. p. 1563] Mr. Tucker: I would like to offer these in 
evidence as Engineers’ Exhibit Xo. 96. I suppose that 
counsel for the Commission would like a little time to look 
this over. 

Mr. Lester: We would, thank you. 

(Short interval.) 

Mr. Lester: I would like to ask the witness one or two 
questions. 

Mr. Tucker: I would like to ask him one or two ques¬ 
tions before you do, and perhaps it will not be necessary. 

(By Mr. Tucker) 

Q. In the first place, how many letters are contained in 
this proposed exhibit; and give us the dates, in each case. 
A. There are three letters in the proposed exhibit. The first 
one is dated December 27, 1935, is on the stationery of the 
Baton Rouge Electric Company, is addressed to Mr. T. J. 
Hanlon, Jr., Engineers Public Service Company, Inc., 

90 Broad Street, New York, and it is signed- 

Q. (Interposing) It is signed by three initials. What are 
those initials? A. R. S. X., Roy S. X'elson, then president 
of the Baton Rouge Electric Company. 

Q. The second letter is dated January 23, 1936, on the 
stationery of the Baton Rouge Electric Company, is 
addressed to Mr. E. Roy Fitzgerald, president of the Rex 
Finance Corporation, Chicago, Illinois, and is signed by 
R. S. N., which are [R. p. 1564] the initials of Roy S. Xel- 
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son, president of tlie Baton Rouge Electric Company at that 
time. 

The third letter is dated January 28, 1936, from the 
Rex Finance Corporation, in Chicago, to Mr. Roy S. Nelson, 
president of the Baton Rouge Electric Company, and is 
signed by Mr. E. Roy Fitzgerald, president of the Rex 
Finance Corporation. 

iMr. Tucker: Are there any further questions, Mr. 
Lester ? 

Mr. Lester: Yes. 

I notice there a reference to Stone & "Webster. Were 
they at that time managing Baton Rouge Electric 
Company? 

The Witness: Stone & Webster was not managing the 
Baton Rouge at that time. It was managed by the Engi¬ 
neers Public Service Company, but Stone & Webster and 
the Engineers Public Service were used synonymously. 

Mr. Tucker: In Baton Rouge by the public? 

I The Witness: In Baton Rouge by the public, and for 
that matter still are. 

Mr. Lester: That is all. 

The Examiner: The three letters, in photostatic form, 
are received as one exhibit, Engineers ’ Exhibit No. 96. 

(Engineers’ Exhibit No. 96 received in evidence.) 

Q. (By Mr. Tucker) Do you have an organization chart 
of the bus company [R. p. 1565] personnel? A. I do. 

Q. Was this prepared under your supervision? A. It 
was. 

Q. Do you believe it to be correct? A. I do. 

iMr. Tucker: I would like to have the chart marked for 
identification at this time as Engineers’ Exhibit No. 97. 

(The Examiner: It will be so marked. 

i(The chart referred to was marked as Engineers’ 
Exhibit No. 97 for identification.) 
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Q. (By Mr. Tucker) By reference to this chart, please 
indicate the organization of this company. A. You will 
notice from this chart that the principal officers are the 
president, senior vice president, vice president and man¬ 
ager, and treasurer. The superintendent of equipment, 
who is in charge of the maintenance of the equipment, and 
the superintendent of transportation, who is in charge of 
the transportation of the company, report to the superin¬ 
tendent who is in charge of all operations. The claim divi¬ 
sion also reports to the superintendent. The treasurer has 
under his supervision the assistant treasurer, the tax 
department, the construction accounting department, the 
insurance department, [R. p. 1566] the chief clerk and his 
assistant, and the general accounting department, consist¬ 
ing of 17 employees. 

Q. Do these individuals work solely for the bus com¬ 
pany? A. No. You will notice from the red colored blocks 
that all of the individuals show on the chart except the 
superintendent, superintendent of equipment and superin¬ 
tendent of transportation, are joint-use employees, which 
mean that they are on the payroll of both Baton Rouge Bus 
Company, Inc. and Gulf States Utilities Company. 

Mr. Tucker: At this time I would like to offer the chart 
in evidence as Engineers’ Exhibit No. 97. 

The Examiner: Let it come in under that number. 

(Engineers’ Exhibit No. 97 received in evidence.) 

Q. (By Mr. Tucker) What sort of public relations does 
the bus company have in Baton Rouge? A. The Baton 
Rouge Bus Company, Inc. and its predecessor, Baton Rouge 
Electric Company, have always enjoyed excellent public 
relations. 

The public’s satisfaction with the service of the Baton 
Rouge Bus Company, Inc. is showed by their increased use 
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of its facilities. In 1930. the population of the territory 
served was 45,000, and in that year we transported 3,000,156 
passengers on our lines. According to figures furnished 
by the [R. p. 1567] Baton Rouge Chamber of Commerce, 
the population in 1940 was estimated to be 70,000, an 
increase of 25,000 people, or 55.5 percent. That same year, 
5,542,556 passengers made use of the service of the com¬ 
pany, an increase of 2,542,400, or S4.7 percent. In other 
words, during the 11 years, 1930 through 1940, the popula¬ 
tion of the City of Baton Rouge and its suburbs increased 
approximately 55 percent while the increase in passengers 
carried by our company was 85 percent. 

Although such relationship may be attributed to several 
factors, the basic element which insures the satisfaction our 
patrons is that they furnished safe, swift and dependable 
service with clean and modern equipment at a popular fare. 

To illustrate the peak headways are five to eight and 
one-quarter minutes throughout our principal lines. As of 
December 31,1940, SS percent of our equipment then in use 
had only an average age of 31 months. For the greater 
portion of our lines the fare is 5 cents. 

We carry school children on our lines at 3/5ths our 
regular fare. Last year we hauled 137,7S7 school children. 
We are required by our city franchise to maintain this fare 
for school children within the city limits, only. Although 
four; of the five Baton Rouge high schools are outside the 
city limits, we have carried these children for this low fare. 
This service has contributed greatly to the public’s satis¬ 
faction with our lines in Baton Rouge. 

* • * • • 



625 


E. C. Leonard—Cross Examination 

Transportation (Baton Rouge Bus Company) (Cont’d) 

H. C. LEONARD 

Cross Examination 
(By Mr. Fiscligrund) 

[R. p. 1573] Q. Referring, Mr. Leonard, to Engineers’ Ex¬ 
hibit No. 93, which is the picture of the bus garage, that bus 
garage is also the central office of the Baton Rouge Bus 
Company, Inc., is that correct? A. No, that is not quite 
true. I testified this morning that it had the storeroom 
located there, the storeroom, supply room, and the office 
of the superintendent of equipment. The main offices are in 
the same building that houses the central activities of the 
Gulf States Utilities Company in Baton Rouge. 

Q. The bus garage, however, houses only bus equipment 
and bus offices? A. That is correct. 

Q. And it is also correct, is it not, that there are no 
joint facilities between Baton Rouge Bus Company, Inc., 
and Gulf States Utilities Company? A. You are referring 
to this property. That property is used entirely for the 
Baton Rouge Bus Company, Inc. 

Mr. Moore: The question was broader than that, though. 

The Witness: I answered to restrict mv answer. Mv 
answer restricted it to this building and I assumed that you 
were referring to this property. If you were not, would 
you care to repeat your question again? 

[R. p. 1574] Q. (By Mr. Fischgrund) Well, going beyond 
Engineers’ Exhibit 93, it is correct, is it not, Mr. Leonard, 
that there are no properties jointly used by Baton Rouge 
Bus Company, Inc., and Gulf States Utilities Company, 
other than the general office building? A. That is correct. 

Q. You would say, would you not, that the bus system 
is efficiently operated? A. I certainly would. 

• • • • • 
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Q. "Would you also state that it is operated as a self- 
contained unit separate from the electric operations of 
Gulf States Utilities Company? A. Except for the point 
just mentioned, namely, the joint offices and joint per¬ 
sonnel in the central office building. 

Q. Would you say that they are different operating 
problems in the operation of the bus system than in the 
electric system? A. A great many of them are different. 
Many of them, though, are common. One is an understand¬ 
ing of the proper way to render public service to many 
people, and I am very proud to state that, in my opinion, 
the group that I represent and its forebears, the Engineers 
Public Service Company and Stone and Webster, know 
motfe about operating public utilities than any other organ¬ 
ization in the country. I think the [R. p. 1575] type of 
service we render in the Baton Rouge Bus Company, Inc., 
is much higher than that rendered by independent bus 
systems, which information is my own and my personal 
opinion which I have gained from riding in many buses in 
manv cities. 

Q. So far as operating problems of the bus system are 
concerned, what specific operating problems does the bus 
system have that exist in the operation of an electric utility 
system? A. That is the same as other utilities, that is, 
common to—is that your question? 

Q. Yes, what operating problems are there in the opera¬ 
tion or supervision of a bus system that are identically the 
same or similar to the operation of an electric utility 
system? A. I think there are quite a few that are common. 
Onfe is with reference to the employment of personnel, 
maintaining a satisfied personnel would be a problem that 
is quite similar. A great many accounting problems would 
be simliar, accounting and tax matters, construction ac¬ 
counting, and matters of that sort. The attitude of the 
employees in meeting the general public is another. Another 
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point that we emphasize in both the electric company, 
namely, the Gnlf States Utilities Company, and the Baton 
Rouge Bus Company, as was pointed out in the testimony, 
is to keep our equipment in as near a spotless condition 
as we can, and we find that the public acceptance of our 
commodities has improved vastly [R. p. 1576] by taking 
the very best possible care of our equipment and buying 
the best equipment when we have occasion to buy equip¬ 
ment. 

There seem to me to be quite a few matters of that sort 
that are common to both electric systems and bus systems. 
Another point that is quite similar is the maintenance of 
automotive equipment. We have a fleet of buses, one auto¬ 
mobile and a truck in the bus company, and we have a large 
fleet of automotive equipment in the Gulf States Utilities 
Company, consisting of automobiles, trucks of all sizes, and 
we also have a bus which is used for hauling employees 
from the Louisiana station, for hauling employees of the 
Louisiana station from the station to town. The mainte¬ 
nance of this automotive equipment involves problems that 
are quite similar to both companies. 

Q. Would there be any greater relationship in the 
operation of the bus system and the electric system than 
in the operation of any industrial system and the electric 
system, so far as common operating problems are con¬ 
cerned? A. I would think so because, ordinarily, the 
operation of an industrial concern, if you are speaking of 
a manufacturing concern, does not involve as much contact 
with the public as does the case in question in which public 
relations play a most important part, in both the electric 
utilitv and the bus utility. 

[R. p. 1577] Q. Then the only thing in the operation of 
the bus system and the electric system that is similar is in 
the public relations, the fact that they both deal with the 
public? A. Xo, that is not what I said. 
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Q; Is that not true? A. I think not. I mentioned 
another group of items that are common to both and I 
think that the matter of dealing with the public is very 
probably the most important one, and I think the mainte¬ 
nance of equipment, the training of personnel, joint account¬ 
ing matters, tax matters, that are common to both compa¬ 
nies, it seems to me there are a very large number of 
problems that are very common to both companies. 

• • • • * 


[R. p. 1579] A. Do I know what? 

Q. Do you know why Baton Rouge Electric Company 
sought to sell its transportation business in 1935? A. Yes, 
because it was not a profitable business. 

Q. And also because the company was really in the 
electric and gas utility business and the bus business was 
not so related to that business that thev felt tliev desired 

V *■ 

to stay in the bus business? A. The information I have 
was that that was not a consideration. They proposed to 
sell it solely because it was not an asset but it was a liabil- 
itv at that time. 

Q. Is the bus company operating at a profit now? A. 
It is. 

* • • • * 

[R. p. 15S1] Q. Coming back to the question when you or 
Mr. Nelson wrote the letter to Mr. Fitzgerald in 1936, shown 
in Engineers’ Exhibit No. 96, the operation of the trans¬ 
portation system was similar to that as it exists today, aside 
from the fact that the company was not making money then 
and it is today, is that correct ? A. The transportation sys¬ 
tem in 1936 was materially different than it is today. 

I probably could explain that better if I referred to 
the map and showed you the routes that have been added 
since that time, if that would be helpful to you. 
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I am referring to Exhibit 92. On this exhibit is shown 
in orange three important routes that have been added 
since the first of the year. 

Mr. Tucker: What year. 

[R. p. 1582] The Witness: The first of this year, 1941. 
These new routes added since the first of this year, 1941, 
are approximately two thirds of the routes existing before 
the first of January, 1941, so that that is one material 
change. Another change was made in the East Boulevard- 
North Boulevard line. That line has been increased three 
times since 1936. The North Baton Rouge Park Boulevard 
line has also been extended twice. It now r extends by a 
rather long loop south from Government Street to City 
Park, so it is very definitely a true statement to say that, 
since 1936, the bus situation has changed very materially. 
As to the matter of routes that I have just mentioned, and 
then by referring back to this morning’s testimony, it is 
easy to say that the number of busses purchased in 1936 
is a very material part of the complete list of bus equip¬ 
ment. 

As I mentioned, to take care of the new business in 
Baton Rouge, w*e have four large busses now on order. I 
did not mention the capacity of the busses, but they are 
similar to the largest busses we have, 28-passenger. 

Q. (By Mr. Fischgrund) In other words, Mr. Leonard, 
the bus system has expanded since 1936 ? A. That is correct. 

Q. And in 1936 the company w^as not making money and 
that w*as the reason the company desired to sell it? [R. p. 
1583] A. That is correct. 

Q. And today it is making money? A. That is correct. 

Q. But the inherent nature of the property, aside from 
the nature of expansion, is the same, that is, it is still a 
bus system? A. It is still a bus system, materially larger 
than it was in 1936. 

• • * • • 
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[R. p. 15S4] Q. (By Mr. Fiscligrund) Mr. Leonard, was the 
sole reason that the City Council was reluctant to agree 
to the transfer of the franchise in 1936 that they did not 
feel that anyone else could operate the transportation sys¬ 
tem as efficiently as the management that was then operat¬ 
ing it? [R. p. 15S5] A. I think so. 

Q. Is it your opinion that there would be no one else 
in the country that could operate it as efficiently as—I 
believe what you testified on direct examination to be— 
Stone and Webster? A. Modesty would forbid me to make 
that statement. I would rather have the statement in the 
file as to that. I am very sincere when I say I think our 
operations of that company result in much better satis¬ 
faction to the public than would be obtained under the 
average separate bus-operating system. 

Q. But you would not say that no one else in the coun¬ 
try could operate it as well as you could operate it? A. 
Modesty would prevent me from making such a statement 
as that. 

Q. Then your answer, with full appreciation of your 
modest}’, is, No, is that correct? A. That is a different 
question again. I think that I have previously stated that 
Engineers Public Service Companies are operated better 
than any companies that I know of. 

Q.'And you would say that that is true of all of the 
companies that had been under the supervision of Stone 
and Webster, that is not peculiar to this particular opera¬ 
tion? A. May I answer that question by stating this, that 
[R. p. 1586] Engineers Public Service Company and its 
predecessor, Stone and Webster Companies, have been in 
Baton Rouge since 1909, a period of some 30 years. I think 
that the public acceptance of the service that we render 
is most excellent. I think the people have confidence in us 
and I think that any effort to break up that situation would 
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be unfortunate and I do not believe that tbe public would 
be as well served as at present. 

• * • • • 

[R. p. 1601] L. V. SMITH 

a witness called on behalf of the Applicant, being first 
duly sworn, was examined and testified as follows: 

# • • • • 

Direct Examination 

m • * • • 

Q. (By Mr. Tucker) Please state your name, business 
address, and position held with Baton Rouge Bus Com¬ 
pany, Inc., and Gulf States Utilities Company. A. My name 
is L. Vernis Smith. My business address is 340 Florida 
Street, Baton Rouge, Louisiana. I am secretary, treasurer, 
and director of the Baton Rouge Bus Company, Inc., and 
assistant secretary and assistant treasurer of Gulf [R. p. 
1602] States Utilities Company. 

Q. Please state your experience and qualifications for 
the position which you hold. A. My experience dates back 
to April, 1913, my first connection with a utility being with 
Paducah Light & Power Company and Paducah Traction 
Company at Paducah, Kentucky, in the accounting depart¬ 
ment. From January 1, 1920, to June 1, 1920, I was em¬ 
ployed in the treasurer’s office of Stone and Webster in 
Boston, Massachusetts, doing statistical and accounting 
work for public utility companies. From June, 1920, to 
June, 1922,1 was assistant treasurer of the Keokuk Electric 
Company in Keokuk, Iowa, in charge of the accounting de¬ 
partment which covered accounting for electric, gas, and 
transportation utilities. From June, 1922, to January, 
1926, I was assistant treasurer for the Paducah Electric 
Company and Paducah Railway Company at Paducah, Ken- 
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tucky, and had charge of the accounting department of those 
companies. From January, 1926, to August, 1926, I was 
assistant treasurer of the Houghton County Electric Light 
Company and treasurer of Houghton County Traction 
Company, being in charge of the accounting work of those 
two organizations. From August, 1926, to March, 1927, I 
was in the treasurer’s office at Stone and Webster, Boston, 
Massachusetts, engaged in accounting and statistical work 
for various utility companies. From March, 1927, to 
February, 1928, I was assistant treasurer of [R. p. 1603] 
Gulf States Utilities Company and treasurer of the Louisi¬ 
ana Electric Company, the latter company being engaged 
in the transportation business, in charge of accounting 
work for those companies. From February, 1928, to 
November, 1933, I was assistant treasurer of the Baton 
Rouge Electric Company, Baton Rouge, Louisiana, this 
company operating a transportation system. From Novem¬ 
ber, 1933, to January, 1935,1 was treasurer of the Western 
Public Service Company, Scotts Bluff, Nebraska, in charge 
of the accounting department. From January, 1935, to 
August, 1938,1 was treasurer of the Baton Rouge Electric 
Company, which company operated a transportation de¬ 
partment, and secretary-treasurer of the Louisiana Steam 
Generating Corporation. Since August, 1938, I have been 
secretary-treasurer of the Baton Rouge Bus Company, Inc.; 
and since August 24, 1938, assistant treasurer of the Gulf 
States Utilities Company located in Baton Rouge, Louisi¬ 
ana. 

* • • • • 

(By Mr. Tucker) 

[R. p. 1604] Q. Mr. Leonard, in his testimony, stated that 
Gulf States Utilities Company and Baton Rouge Bus Com¬ 
pany, Inc. had certain joint employees. Will you please 
state how these employees are paid? A. These employees 
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each receive a check semi-monthly from Gulf States Utilities 
Company and a check from Baton [R. p. 1605] Rouge Bus 
Company, Inc. for the services performed by them for the 
benefit of each company. 

Q. How many of these joint employees are there, and 
into what general classification do they fall? A. There 
are a total of 27 joint employees, 17 of whom are employed 
in the general accounting department and 10 are executive 
and supervisory employees of Gulf States Utilities Com¬ 
pany doing work for both Gulf States Utilities Company 
and Baton Rouge Bus Company, Inc. 

Q. When Baton Rouge Bus Company, Inc. was organ¬ 
ized in August, 1938, what did you do with respect to the 
matter of sharing of personnel and facilities between Gulf 
States Utilities Company and Baton Rouge Bus Company, 
Inc.? A. Prior to the organization of Baton Rouge Bus 
Company, Inc. and its acquisition of the transportation 
properties of Baton Rouge Electric Company on August 
1, 1938, the transportation business had been carried on 
as a department of the Baton Rouge Electric Company. 
Upon the organization of the new company, we had prob¬ 
lems with respect to the establishment of the basis on which 
to charge the bus company for its use of employees and 
facilities. 


* * * • • 

[R. p. 1609] Q. (By Mr. Tucker) How much was the payroll 
of Baton Rouge Bus Company, Inc. for joint employees 
during the years of 1939 and 1940, respectively? A. Ap¬ 
proximately $775 per month during the years 1939 and 
1940. 

Q. If the bus company were no longer able to use these 
joint employees and facilites, would the Gulf States Utili¬ 
ties Company be able to dispense with the services of any 
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[R. p. 1610] of these joint employees or make any other 
saving or get along with less office space and facilities? A. 
No. Mr. Leonard and I have made a careful study of the 
question of whether if the transportation business were dis¬ 
continued, Gulf States Utilities Company could get along 
with fewer employees or any less office space. It is our 
considered judgment that we could not. This conclusion 
was reached in spite of the fact that 17 employees in the 
general accounting department and some 10 additional 
employees of the executive and supervisory staff do work 
for both the Gulf States Utilities Company and the Baton 
Rouge Bus Company, Inc. The reason for this is that the 
work done by the joint employees is departmentalized; for 
instance, we have in the payroll department four employees 
who are included in the general accounting group of 17 
employees shown on Exhibit 97. These four employees 
make out payroll checks for approximately 700 employees 
of the Gulf States Utilities Company in Louisiana, and 
only 66 for the Baton Rouge Bus Company, Inc. If the 
bus company payroll were eliminated it would still be neces¬ 
sary to employ four clerks to handle the payroll of the 
Gulf States Utilities Company. Similarly, we have checked 
into the work done by all of the other joint employees, and 
for similar reasons found that if the transportation busi¬ 
ness were discontinued, Gulf States Utilities Company 
would not be able to carry on its work with any fewer em¬ 
ployees. Since Gulf [R. p. 1611] States could not get along 
with fewer employees it would need the same amount of 
office space and would have to pay the full salaries of whose 
who are now joint employees. Salaries now borne by the 
Bus Company, aggregating $975 per month plus the $75 
per month now received for rent of office space from the 
bus company, would cost Gulf States Utilities Company an 
additional amount of about $1,050 per month, or $12,600 
per year. 
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Q. Do you have with you in exhibit form a tabulation 
setting forth the results of a study made by you and Mr. 
Leonard together as to what would be the total cost per 
month to the bus company to replace those who are now 
joint employees and whom you have testified would have to 
be retained by Gulf States Utilities Company, if Baton 
Rouge Bus Company, Inc. were sold and joint operation 
discontinued? A. Yes. 

Mr. Tucker: I would like this tabulation marked as 
Engineers’ Exhibit 99 for identification. 

The Examiner: Let it be so marked. 

(The document was marked for identification Engi¬ 
neers’ Exhibit 99.) 

Q. (By Mr. Tucker) "Will you describe briefly what this 
tabulation shows ? A. This tabulation shows that the execu¬ 
tives and other personnel necessary to replace the present 
joint employees if [R. p. 1612] the bus company were 
operated as a separate organization and without the bene¬ 
fit of joint employees would aggregate $1,575 per month, or 
a total of $18,900 per year. Since, as I have said, the bus 
company is presently paying a total of $1,050 per month 
for rent and salaries of its present joint employees, the 
additional cost to the bus company would amount to $525 
per month or a total of $6,300 per year. 

Mr. Tucker: I now offer in evidence the tabulation 
which has been marked Engineers’ Exhibit 99 for identifi¬ 
cation. 

The Examiner: Very well, it is admitted in evidence 
under that exhibit number. 

(Engineers’ Exhibit 99 was received in evidence.) 

• * • * * 
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L. V. SMITH 
Re-direct Examination 

i * • # • • 

(By Mr. Tucker) 

[R. p. 1646] Q. Xow, you were asked yesterday, as I recall, 
what the total amount of joint salaries was, and my recol¬ 
lection is that you said you did not remember definitely 
but you thought it was around $10,000, is that right? A. 
Yes, I said around $10,000. 

Q. Xow, as a matter of fact, the total of the joint pay 
roll, using the month of April as a basis, as shown by 
Commission's Exhibit Xo. 56, is how much? A. $6,337.33. 

Q. Well, when you get the exact information, the $10,000 
is wrong and $6,337.33 is the correct figure? A. That is 
correct. 

[R. p. 1647] Q. Xow, of that $6,337.33 shown on that ex¬ 
hibit, how is that divided between payments by Baton 
Rouge Bus Company, Inc., and Gulf States Utilities 
Company? A. $974.33 is Baton Rouge Bus Company, and 
$5,363 is Gulf States Utilities Company. 

Q. And the percentage is about what? A. Approxi¬ 
mately 15 percent. 

Q. For the Bus? A. For the Bus. 

Q. And 85 percent for Gulf States Utilities Company? 
A. That is right. 

i • • » • • 

[R. p. 1657] Q. Well, with respect to “Executive and 
Supervisors,” all of the people in that list of those ten em¬ 
ployees under that heading on Exhibit 56, all of those 
people on that list have specific duties, do they not, so far 
as the electric department is concerned? A. So far as the 
Gulf States Utilities Company is concerned, yes. 
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Q. Mr. Leonard, for example, is president. Why don’t 
you go right down that list and tell us who they are and, 
in a general way, their duties, so far as the electric depart¬ 
ment of Gulf States Utilities Company is concerned, or 
Gulf States Utilities Company itself? [R. p. 1658] A. 
Forgetting Baton Rouge Bus Company? 

Q. Yes. A. H. C. Leonard is executive vice-president 
in charge of the operations of Gulf States Utilities Com¬ 
pany in the State of Louisiana. 

Mr. W. R. Bell is general superintendent of Gulf States 
Utilities Company. His duties, of course, have to do not 
only with the electric, but production, electric transmis¬ 
sion, distribution and production and the gas department. 

Q. He also has general supervision, does he, of the bus 
operation ? A. He is vice-president of the bus company. 

Q. Does he have general supervision of bus operations 
or do any of the people report to him or not? A. Yes, 
they do. 

R. A. Delaroderie is claim agent for Gulf States 
Utilities Company. He is also vice-president and general 
manager and supervisor of claims for the Baton Rouge 
Bus Company. 

Q. L. V. Smith, that is yourself? A. That is I. 

Q. And you have substantial duties for the Gulf States 
Utilities Company, I take it? A. I am in charge of the ac¬ 
counting work of Gulf States Utilities Company, which is 
taking care of all [R. p. 1659] accounting, tax and in¬ 
surance matters for the State of Louisiana. 

Q. All right; now go to the next one. A. T. P. Comer- 
ford is assistant treasurer and is—well, I will put it this 
way—my right-hand man. 

Q. Mr. Landers? A. R. W. Landers is chief clerk of 
Gulf States Utilities Company and also chief clerk of Baton 
Rouge Bus Company and his duties are the supervision of 
the general accounting work. 
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H. P. Lindee is assistant chief clerk of each company 
and he is the chief assistant of Mr. Landers. 

D. A. Brown takes care of insurance matters for both 
Gulf States and Baton Rouge Bus Company. 

E. A. Ackourv is in charge of all tax matters in the 
State of Louisiana for both the Bus Company and Gulf 
States Company. 

J. W. Hatcher is claim investigator for each of these 
companies. He reports directly to Mr. R. A. Delaroderie. 

iQ. And in giving consideration to the matter, you care¬ 
fully considered whether, if the Bus Company were 
separated, that executive and supervisory department 
could get along with any less men, and concluded, I take 
it, that they could not? A. The Gulf States Utilities Com¬ 
pany would need all of the supervisory and executive em¬ 
ployees. 

# • • • • 

L. V. SMITH, 

Further Re-Direct Examination 

[R. p. 1803] Q. (By Mr. Tucker) Xow, Mr. Smith, does this 
Exhibit A, which has been incorporated into this record by 
reference from the files of the Commission, File No. 46-92-1, 
give the net operating revenue of the total transportation 
department of Gulf States Futilities Company segregated 
frojn the other revenues and expenses of the company for 
the year ended December 31, 1935—wait just a minute— 
where I said Gulf Utilities Company, I meant Baton Rouge 
Electric Company. Xow, will you answer that question 
with that explanation? A. Yes, it does. 

Q. Will you tell us what the total net operating revenues 
[R. p. 1S04] of the Transportation Department were as 
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shown by this Exhibit for the year ended December 31, 
1935? A. $7,851.42. 

Q. And that amount from the Exhibit appears to be af¬ 
ter operating- expenses, maintenance and taxes, does it not? 
A. That is correct. 

Q. And before depreciation? A. And before deprecia¬ 
tion. 

Q. And also before interest and amortization? A. Yes. 

Q. And is the year 1935, December 1935, the time that 
an offer of $40,000 was made to sell the transportation busi¬ 
ness by Baton Rouge Electric Company as has already been 
testified to in these proceedings ? A. That was the year the 
offer was made. 

Q. Isn’t it a fact the offer was made in December 1935? 
A. It was made in the latter part of December, 1935. 

Q. Now, tell us also whether or not similar information 
with respect to the year ended December 31, 1936, is given 
on that Exhibit ? A. It is given. 

Q. And for the year 1936, what does the Exhibit show 
to have been the net operating revenues ? A. $43,552.34. 

Q. In other words, something like six times greater 
[R. p. 1805] than they were for the year ending December 
31, 1935? A. Approximately six times. 

Q. And that in this case also is after operating expenses, 
maintenance and taxes, but before depreciation and interest 
and amortization, and so forth? A. That is correct. 

Q. Does Exhibit A also show the same information for 
the year ended December 31, 1937 ? A. It does. 

Q. And what was the net revenue for that year? A. 
$54,452.79. 

Q. And that is an increase of something like $10,000 over 
the year ended December 31, 1936, in net operating rev¬ 
enues? A. That is correct. 

Q. And in this case also, that net operating revenue that 
you have given is after operating expenses, maintenance 
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and taxes but before interest, amortization and so forth 
and before depreciation? A. That is correct. 

Q. Now, does this Exhibit A bear a footnote? A. Yes, 
sir. 

Q. In fact, it bears several footnotes, does it not ? A. It 
bears five footnotes. 

Q. Would you read into the record the one at the bottom 
[R. p. 1806] which begins ‘‘the Transportation Depart¬ 
ment” and so forth? A. “The Transportation Department 
is charged, wherever possible, with operating expenses di¬ 
rectly applicable thereto. Certain expenditures by the com¬ 
pany, such as the salary and expenses of employees who act 
in a supervisory capacity and miscellaneous general ex¬ 
penses applicable to the company as a unit, are allocated to 
the several departments. The percentages charged to the 
Transportation Department for 1935, 1936 and 1937, have 
been 9 percent, 9 percent and 10 percent, respectively, and 
are applied monthly, based on the percentage of the gross 
revenues of the Transportation Department to the total 
yearly gross revenues of the company.” 

• • • * • 


Gulf States Water 


H. C. LEONARD 
Further Direct Examination 

[R. p. 1692] Q. (By Mr. Tucker) Turning your attention 
to the business of public water supply operated by the Com¬ 
pany, will you state how the company happens to carry on 
such a business? A. In the expansion of the electric busi¬ 
ness by acquisition of properties it was necessary to acquire 
water properties since equipment and facilities for electric 
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and water operations were located in the same building or 
adjacent thereto on the same property. 

• * • • • 

[R. p. 1693] Q. Please name the communities where the 
company is engaged in the water business and the general 
characteristics of these communities. A. The company 
owns and operates a water business in Calvert, Franklin, 
Navasota and Orange in Texas, and Denham Springs and 
Lake Charles in Louisiana, and leases and operates a water 
system in Carencro, Louisiana. The population served in 
these communities is approximately 44,000 and the principal 
water systems are located in Lake Charles, Louisiana, and 
Orange and Navasota, Texas. 

* * • • • 

[R. p. 1694] Q. (By Mr. Tucker) Will you give briefly the 
date of acquisition of these water properties and the circum¬ 
stances under which they were acquired. A. The water 
properties in Calvert, Franklin and Navasota were acquired 
with the electric and ice properties of Western Public Ser¬ 
vice Company in March, 1929; the water properties at 
Orange was acquired with the electric and ice properties of 
the Orange Ice, Light & Water Company on September 1, 
1925; the water property at Lake Charles was acquired with 
the electric, gas and ice properties of the Louisiana Electric 
[R. p. 1695] Company, Inc. in June, 1926; the lease cov¬ 
ering the operation of the water property owned by the 
village of Carencro, Louisiana, was acquired from J. Frank 
Ard with the electric property in March, 1926; and the 
Denham Springs, Louisiana, water property was acquired 
with electric, gas and ice properties from the Baton Rouge 
Electric Company in August, 1938. 

Q. Will you give us information as to how the water 
properties came to be associated with the operation of the 
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predecessor companies ? A. According to records available 
the water property in Calvert, Texas, was operated by the 
Calvert Water, Ice and Electric Light Company before the 
beginning of the century until the time it was acquired 
by Western Public Service Company in July 1923. 

The water property in the City of Franklin and the 
electric plant were originally acquired by Western Public 
Service Company, a predecessor company, from the City 
of Franklin in 1923. The City of Franklin made a survey 
of the condition of the water and electric property owned 
by it and found it in such a bad state of repair that an 
expenditure of $10,000 would have been necessary at that 
time to rehabilitate the property. The City was unwilling 
to further extend the public credit for the purpose of 
raising money to make these repairs and rehabilitate the 
property and accepted the offer of Western Public Service 
Company, to acquire the [R. p. 1696] electric and water 
properties of the city. The terms of acquisition were on the 
basis that the Western Public Service Company would 
rehabilitate the property and extend a transmission line 
from Calvert to Franklin, Texas, and after acquisition 
would furnish a satisfactory electric and water service to 
the people of Franklin. The ordinance covering this trans¬ 
action recited that the encumberance on the property at 
that time was approximately $15,000, represented by out¬ 
standing bonds of the City of Franklin on the water and 
electric property, and that the City would bind itself to 
pay off these encumberances and meet the obligations of 
said bonds as they matured in order to deliver to the 
Western Public Service Company good title to the electric 
and water plant and other property transferred to Western 
Public Service Company. 

i The City of Xavasota originally owned the water system 
in that city and in 1913 it transferred its water property 
to Randall-Lovegrove-Wyman, a partnership, which later 
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in 1915 transferred its rights and franchises covering the 
conduct of a water business in the City of Navasota to the 
Navasota Ice, Light, Water and Power Company. The 
business and property of the Navasota, Ice, Light, Water 
and Power Company were acquired in 1917 by the Western 
Public Service Company and later by Gulf States Utilities 
Company in 1929. In the original agreement it was stipu¬ 
lated that the City would retain its interest in and to the 
water property existing in [R. p. 1697] 1913, and in 1937 
prior to the expiration of the water franchise the company 
approached the city as to the acquisition of the water prop¬ 
erty there. The city was unwilling to acquire and take over 
the responsibility of conducting a water business and in 
order that the company could secure good title to all of the 
water property in the city an amount of $12,500 was paid 
and such amount represented the outstanding bonds against 
the water property of the city as of that date. After 
making the payment and obtaining title to all of the water 
property the city gave the company a 20-year water fran¬ 
chise which expires in August 1957. 

The city of Orange originally operated its water system 
and in 1907 the city transferred the operations of the water 
system to the Orange Ice, Light and Water Company re¬ 
taining title, however, to the water property which it had 
erected up to that time. The Orange Ice, Light and Water 
Company conducted the water business from the date of 
transfer to August 1925, and as a consideration for the 
use of the city’s property it furnished free of cost a number 
of fire hydrants. During this period the Orange Ice, Light 
and Water Company made substantial improvements and 
extensions to the water system in Orange, Texas. In August 
1925, the Orange Ice, Light and Water Company was 
negotiating for the sale of its properties to the Gulf States 
Utilities Company but since it did not have good title to 
all of the water property in the city it was necessary for 
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that [R. p. 169S] company to purchase from the city, at an 
approximate cost of $25,000, the city’s interest in and to 
any part of the water property in Orange, Texas. In order 
to acquire the electric property in the city of Orange, it 
was necessary to acquire the water and ice business of 
the Orange Ice, Light and Water Company inasmuch as 
most of the pumping facilities and ice making equipment 
were located in the same building with that of the electric 
plant which is the situation at present. 

In Lake Charles the water system was owned by the 
Lake 1 Charles Railway Light & Water Works Company. 
At the time the predecessor company to Gulf States Utili¬ 
ties Company acquired the electric, water, ice and gas 
properties in Lake Charles, one of the requirements in 
securing a franchise was the stipulation that the water 
system would be rehabilitated. 

The water property in the village of Carencro owned by 
the village is leased to the company. This agreement 
stipulates that the company shall operate and maintain 
the machinery, equipment and fire hydrants, and in connec¬ 
tion with the maintenance of the water mains the company 
shall furnish the labor and the village the materials re¬ 
quired in connection therewith. It also provides that the 
company shall furnish free all the water that the village 
may require for sprinkling streets, for protection of prop¬ 
erty against fire, and for municipal buildings and other 
municipal purposes, including the schools, both public and 
private. Also it is provided with respect to the new [R. p. 
1699] extensions that the extensions shall be made by the 
company at the expense of the village; that if the company 
desires to meter the water used that meters shall be 
installed at the company’s expense. The agreement also 
provides that the company shall furnish as a consideration 
of the lease agreement one 100 watt lamp from dark to 
11:00 p. m. for each four water customers served in the 
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village of Carencro and that the company will operate and 
maintain during the entire term of the lease agreement an 
efficient and satisfactory electric plant in order to furnish 
electric current to the inhabitants of that village. 

The water property at Denham Springs, Louisiana was 
owned and operated by Xaxier A. Kramer and the present 
water system was installed shortly before the properties 
of Xavier A. Kramer were acquired by Baton Rouge Elec¬ 
tric Company in 1929. The properties of the latter com¬ 
pany were acquired by the company in August 1938. 

From the foregoing, it will be seen that four of the 
seven water systems operated at present were previously 
operated by municipalities who desired the water systems 
to be operated by a utility in order to secure a better 
water service than they were able to furnish. Also, the 
city of Lake Charles in granting franchise rights in con¬ 
nection with the electric, water and gas businesses in that 
community required that Gulf States Utilities Company 
expend a large sum of money, that is, approximately 
$2S5,000, in order to provide an adequate water system 
[R. p. 1700] there. 

* * * • • 

[R. p. 1700] Q. Are these properties operated under fran¬ 
chises? A. Yes. The water system in Calvert, Texas, is 
conducted under a franchise granted by that municipality 
which expires in January 1962; the water business in 
Franklin is conducted under [R. p. 1701] a franchise from 
the city expiring in June 1973; the water business in 
Navasota is conducted under a franchise granted by the 
city, expiring in August 1957; the water business in Orange 
is operated under a franchise of the city expiring in Sep¬ 
tember 1947. The water business in Carencro, Louisiana 
is operated under a franchise and lease agreement with the 
village of Carencro, both expiring in March 1950. The 
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water franchise in Carencro obligates the company to 
maintain its electric service in that village. Operations 
of the water system in Denham Springs are conducted 
under a franchise of that town expiring in 1953 and the 
water system in Lake Charles, Louisiana is conducted 
under a franchise granted by the municipality which ex¬ 
pires in June 1949. 

Q. Will you describe briefly the plant facilities used 
in connection with the water business? A. The water plant 
facilities at Carencro, Louisiana, operated under a lease 
agreement with the village of Carencro, Louisiana, consist 
of one deep well which is pumpel by an air-lift. Electric 
pumping capacity of 432,000 gallons per day supplies the 
water distribution system to which is connected a 50,000 
gallon standpipe. 

The plant facilities at Calvert, Texas include three deep 
wellfe for the primary water supply. One of these wells is 
pumped by a deep well pump and the other two are pumped 
by air-lift. Ground reservoir facilities consist of a concrete 
basin [R. p. 1702] with a capacity of 25,000 gallons and 
pressure storage facilities consist of a 45,000 gallon stand¬ 
pipe. The total pumping capacity at this plant is 3,600,000 
gallons per day, which total includes electric, steam, and 
gasoline engine-driven pumps. 

The Denham Springs, Louisiana facilities consist of two 
flowing deep wells which discharge into a surge tank of 
approximately 5,000 gallons capacity. Water is pumped 
to the mains by two 209,000 gallons per day electric-driven 
pumps. The facilities at Franklin, Texas include one deep 
weli which is pumped with an air-lift. The water from this 
well flows through a 244,000 gallon per day treating and 
filtration system into a 75,000 gallon concrete ground 
reservoir. The pumping capacity of 576,000 gallons per 
day 1 supplies the water system to which is connected a 
42,500 gallon elevated storage tank. 
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The plant facilities at Lake Charles, Louisiana, largest 
water property of the company, consist of six deep wells, 
four of which are pumped by deep well pumps and two by 
air-lift equipment. The water from these wells goes 
through a 3,000,000 gallon per day treating and filtration 
system into a concrete ground reservoir of 1,000,000 gal¬ 
lons capacity. The total capacity of the pumping equip¬ 
ment supplying the city mains is 11,640,000 gallons per 
day and includes electric and gasoline engine-driven pumps. 

The plant facilities at Navesota, Texas include four 
[R. p. 1703] deep wells which are pumped with air-lift 
equipment into a concrete settling basin and reservoir of 
250,000 gallons capacity. The total pumping capacity is 
1,728,000 gallons per day. 

The plant facilities at Orange, Texas include four deep 
wells, three of which are pumped with deep well pumps and 
one is normally pumped with a surface centrifugal pump. 
One of the deep well pump units is located about one mile 
from the main pumping plant and pumps into a 60,000 
gallon concrete ground reservoir. The other wells at the 
main pumping plant feed into a 75,000 gallon concrete 
ground reservoir. The pumping equipment for supplying 
services to the distribution mains has a capacity of 5,328,000 
gallons per day including both steam and electric-driven 
pumps. A 45,000 gallon standpipe is connected to the 
mains. At the present time a 1,000 gallon per minute well 
is being drilled and a 1,000 gallon per minute service pump 
is being installed together with extensive distribution fa¬ 
cilities to provide for increased demands in connection with 
the National Defense Program, consisting of large ship¬ 
building plants with government contracts exceeding 
$100,000,000. In addition, there are federally financed 
housing developments comprising about 900 family units. 

The total pumping capacity of the plants I have just 
described was as of December 31, 1930, 23,513,000 gallons 
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daily. [R. p. 1704] I should, perhaps, also mention that 
at Conroe, Texas we own the wells and supply power for 
the operation of the pumps which are owned by the city. 
Our charges to the city for this service are based on the 
quantity of wated pumped. 

Q. Will you describe briefly the distribution facilities 
of tjie various water systems of the company. A. The dis¬ 
tribution facilities of the water department consist chiefly 
of mains, service connections, meters and fire hydrants. 
The miles of mains of various sizes owned and operated 
by the company include approximately seven miles in Cal¬ 
vert, Texas; two miles in Denham Springs, Louisiana; seven 
miles in Franklin, Texas; 57 miles in Lake Charles, Louisi¬ 
ana; 14 miles in Xavasota, Texas; and 32 miles in Orange, 
Texas: a total of 119 miles. The miles of main owned and 
leased to the company by the village of Carencro, Louisiana 
are not included in the figure of 119 miles. 

Q. Are the water supply facilities of the company ade¬ 
quate reasonably to supply requirements of the communi¬ 
ties served? A. Yes. In each community the capacity 
available, including pumps, reservoirs and mains, is more 
than adequate to supply the normal requirements and there 
is additional capacity for fire protection purposes. 

Q. Please describe how these water properties are 
operated. A. The operations of the water properties are 
under the [R. p. 1705] supervision of the production de¬ 
partment which is responsible for all electric, water and 
ice production facilities of the company, and routine opera¬ 
tions are the direct responsibility of the personnel located 
in division offices. Where production facilities are main¬ 
tained for the electric, ice and water departments, namely, 
at Calvert, Xavasota, and Orange in Texas, the plant per¬ 
sonnel performs duties for all three of these operations. 
Servise men and other employees of the electric depart¬ 
ment, where pumping plants are located without production 
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facilities for the electric and ice departments, perform all 
duties incident to the operation of the water systems in 
these communities, namely, Franklin, Texas, and Carencro 
and Denham Springs, Louisiana. At Lake Charles, Louisi¬ 
ana the water plant is operated by employees devoting most 
of their time to that work. 

Q. To what extent is the accounting and other work in 
connection with the water business handled by the organi¬ 
zation which does similar work for other departments and 
what can you say as to joint use of facilities generally? A. 
Accounting work in each community in connection with the 
water business is handled by the same organization which 
performs duties in connection with other departments. This 
same procedure is followed in connection with claim and 
safety work, and applies also to the supervisory and gen¬ 
eral organization. 

For purposes of clarification I will state the towns where 
[R. p. 1706] water is served and name the other services 
rendered in those communities. In Calvert and Xavasota, 
Texas we render electric, ice and water services. In Frank¬ 
lin, Texas we render electric and water services. In Orange, 
Texas we render electric, ice and water services and also 
sell a small amount of steam to a laundry for which we were 
paid in 1940 approximately $1,000. In Denham Springs, 
Lake Charles and Carencro, Louisiana we render electric 
and water services. In the communities of Calvert, Xava¬ 
sota and Orange, Texas the principal plant structure of the 
company in each town is used jointly by the electric, water 
and ice departments. 

• * • • * 

[R. p. 1707] Q. (By Mr. Tucker) In connection with the 
operation of the water supply, how does the company in¬ 
sure the delivery of palatable and pure water to its 
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customers? A. In the operation of all of the water 
systems the company takes measures to safeguard the 
health of the communities served. Modern methods of 
treating and sterilizing water are used where they are 
necessary. The systems are subjected to periodic inspec¬ 
tion by the State Health Department of Texas or Louisiana, 
supplemented by those of the local health authorities. 
Water samples are obtained each month from the plants 
and various points on the distribution systems and tested 
for, bacteria [R. p. 170S] contamination. Such tests are 
made in our laboratories and samples are periodically 
checked by the State Health Departments. In addition, 
special analyses of the water from various systems are also 
made from time to time should there be anv reason to 
suspect a change in the mineral content. 

To meet certain state requirements employees analyzing 
and testing water in the State of Texas have qualified as 
licensed water plant operators. To obtain these licenses, 
the i operators are required to pass a written examination 
conducted in the presence of a representative of the State 
Department of Health. 

Further insuring the delivery of a palatable and pure 
water supply are the direct benefits which the small prop¬ 
erties receive from the availability of trained technical 
men located in the larger plants of the company. The com¬ 
munities receive the benefits of the wide experience of these 
men in handling purification, corrosion, tuberculation, and 
piping deposit problems. 

Q. As you stated that Lake Charles was the largest 
water system operated by the company, please furnish us 
some of the details in connection with the operation of that 
system. A. The Lake Charles water system was acquired 
by an associated company in 1924 and by the company as of 
June 30, 1926. Since then the population of that city has 
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increased about 50 per cent. Our water system has been 
enlarged to a greater extent. 

[R. p. 1709] Q. And I presume you are referring there to 
the system at Lake Charles, Louisiana ? A. That is correct. 

* # * • • 

[R. p. 1712] Q. Will you discuss this chart?* A. This 
chart shows two comparisons, one a comparison of the num¬ 
ber of water customers as of 1925 and as of December 
31, 1940; and the other the invested capital in 1925 and as 
of December 31, 1940. 

[R. p. 1713] The first comparison, namely, the comparison 
of the number of water customers, shows that in 1925 we 
had less than 2,000 water customers in Lake Charles, 
whereas as of December 31, 1940 we had approximately 
4,300 customers, more than double the number in 1925. 

The second comparison, namely, the total capital in¬ 
vested, shows that in 1925 we had approximately $230,000 
invested in Lake Charles water system, while as of Decem¬ 
ber 31, 1940, the investment had risen to approximately 
$830,000, more than three times the amount in 1925. 

• • • • • 

[R. p. 1713] Q. (By Mr. Tucker) What are the principal 
improvements which you have made to the "water system 
in Lake Charles, Louisiana ? A. At the time of our taking 
over of the water property the water supply was obtained 
from deep wells with, also, an emergency source of supply 
for fire purposes from the river nearby. From the stand¬ 
point of fire protection only, that might have been satis¬ 
factory, but from a standpoint of health, it was not. Along 
these lines, it is may understanding that a good many 


* Engineers’ Exhibit 103 (Document 273—R. p. 7110). 
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Years aero there was a serious fire in the citv and it was 
[R. p. 1714] necessary to pump water from the river for 
fire fighting, following which some time was required to 
flush the contaminated water from the mains before the 
system could be put back in normal operation and con¬ 
sumers use the water for drinking purposes. Today the 
connection with the river has been removed. 

One of the first things that our company did on acquir¬ 
ing the water system was to install a water treating and 
filtration plant; that is, we began by insuring a safe supply. 
Alsd, we started a program of greatly increasing the size 
and dependability of the mains; a program which is still 
continuing under careful planning. I might add that these 
plans not only are made by our own men, but at several 
different times during the past 15 years we have employed 
outside firms of engineers to furnish us an independent 
viewpoint and check our methods. 

Q. You mention deep wells as your source of supply. 
Would you explain that further? A. Lake Charles is sit¬ 
uated in the relatively flat coastal plain district of 
Louisiana which has, in that section, underlying strata of 
fresh water bearing sands. There are several of these 
at Varying depths, the two more important sands to us 
being at the 500-foot and 700-foot levels below the surface. 
The water from these strata is both potable and pure; 
although it contains an appreciable amount of iron. Our 
wells produce water from each of these strata. 

Q. Do you have with you in exhibit form a diagram 
[R. p. 1715] illustrating the progress of the water from 
the wells through to the distribution system? A. Yes. 

Q. Was this diagram prepared under your supervision, 
and do you believe it to be accurate? A. Yes. 

Mr. Tucker: I would like this diagram marked for 
identification as Engineers 1 Exhibit No. 104. 
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The Examiner: Very well, it will be so marked. 

(The document was marked Engineers’ Exhibit 104 for 
identification.) 

Q. (By Mr. Tucker) Will you discuss this diagram 
please? A. Yes. We have two general types of wells in 
operation at this time; one group being of a semi-artesian 
class augmented by compressed air lift. Incidentally, the 
air compressors are equipped with both electric motor and 
gasoline engine power and can be driven by either. The 
water from this group of wells flows into a raw water stor¬ 
age basin. The untreated water from the raw water storage 
is then pumped into the aerator. The other type of wells, 
some distance away, pump direct into the aerator, without 
going through the raw water storage. 

Q. What is the aerator? A. Its principle is that of a 
group of nozzles through which the water from the wells 
is forced in a spray and, in [R. p. 1716] doing so, tends 
primarily to remove the iron from the water. The water 
then flows through a flume into large settling basins of 
abount 500,000 gallons capacity. The water treating chem¬ 
icals are introduced at the aerator. The system used by 
us is the modern chlorine-ammonia treatment fed through 
and controlled by automatic equipment. 

Q. What is the reason for this water treatment? A. 
The water supply basically is pure but this treatment 
assists in removal of some of the minerals present in the 
water and, also, is an extra safeguard as to its purity 
and potability. The amount of chemicals added is small 
and is regulated to contain a residual of only two-tenths 
parts per million of treated water. From the settling 
basin where some of the minute solids precipitate out of the 
water, it flows to the filtration plant. This plant consists of 
three units of very fine special grade of sand through which 
the water slowly filters. The normal capacity of this filter 
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plant is 3,000,000 gallons per day and it can be stepped up 
to produce somewhat more than that. At present we fur¬ 
nish between one and one-half and two million gallons of 
water per day to the system so that it may be seen our 
filter plant is of adequate capacity, plus a reasonable re¬ 
serve. In conjunction with our filter plant, we have a labo¬ 
ratory where hourly readings of quantity of water being 
delivered, treating tests, and other control records are 
kept. In making our hourly tests, we take samples from the 
raw water [R. p. 1717] supply, from the settling basins 
after treatment and from the treated water storage reser¬ 
voir after it has gone through the filters. In addition to 
the records and tests kept and made by the operator under 
local supervision, samples are tested upon a regulator 

routine in a laboratory. 

% 

Incidentally, regular samples are drawn by us from 
various points around the city and are checked. 

From the filters the water flows to a million gallon stor¬ 
age reservoir from which it is pumped into the distribution 
mains. Several pumps are available, driven by both gaso¬ 
line engine and electric motors. This pumping capacity is 
several times larger than ordinary daily requirements. We 
have recently installed an additional pump to supply the 
treated water to the city mains which has further increased 
our reserve. Xot only do we have a number of pumps 
with different types of prime movers; but, also, where 
feasible we have installed units of this equipment at sepa¬ 
rate locations on the water works property. 

Mr. Tucker: I now offer the diagram marked Engineers 7 
Exhibit Xo. 104 for identification into evidence. 

i The Examiner: It is admitted, under that number. 

(Engineers 7 Exhibit 104 was received in evidence.) 

Q. (By Mr. Tucker) Will you continue your description 
of this water [R. p. 1718] plant? A. It may be of interest 
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at this point to describe the type of well which has been 
found to be most satisfactory and dependable for water 
supply in this section. Recently we have completed a 
direct pump well in the 700-foot strata which produces 
over 1,500 gallons per minute or better than 2,000,000 gal¬ 
lons per day. A well drilled into the water sand, with a 
simple screen at the bottom, frequently will sand up or 
clog under heavy pumping and will fail, requiring costly 
cleaning or redrilling. In new wells this has been over¬ 
come during their construction by washing out the sand 
and filling the cavity with clean fine gravel. 

Q. Do you have with you in exhibit form a diagram 
showing a typical cross-section of such a well? A. Yes. 

Q. Was this diagram prepared under your supervision, 
and do you believe it to be accurate? A. Yes. 

Mr. Lester: Do I understand that all of this evidence 
relates to Lake Charles? 

Mr. Tucker: Yes, everything that we have been giving 
in the last 10 or 15 minutes or so is Lake Charles. 

Mr. Lester: Thank you. 

Mr. Tucker: I would like to have this marked as Engi¬ 
neers’ Exhibit No. 105 for identification. 

[R. p. 1719] The Examiner: All right, it will be so marked. 

(The document was marked Engineers’ Exhibit 105 for 
identification.) 

Q. (By Mr. Tucker) Will you discuss this diagram 
please. A. The natural water bearing sand surrounds 
the gravel, which in turn is around the screen at the 
bottom of the well casing. The purpose of the gravel 
is to keep the sand from clogging the fine metal screen. 
It also tends to act as a cushion, aiding the water to 
flow smoothly, and preventing collapsing of the sand 
wall. The particular screen in this well of ours is 
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made of closely wrapped strips of Admiralty metal 
alloy, more costly, but also more durable than ordinary 
iron or steel. As readily can be imagined, replacement of 
a corroded or worn out screen after a few years at the 
bottom of a well would be a difficult and a costly job. 
Above the screen the well is cased with steel pipe up to 
the surface of the ground. As an added precaution 
against chance of surface or subsurface contamination, 
the outside of this casing all the way to the surface is 
surrounded by a heavy cement coating pumped in after 
the steel casing has been set. The top 80 or 100 feet of 
casing encloses the vertical centrifugal pump which is 
driven by a sealed vertical type electric motor mounted 
on the well head. 

Although the water bearing sand is from 600 to 700 feet 
below the surface, the water rises in the casing to within 
less [R. p. 1720] than 100 feet from the surface. 

Mr. Tucker: I now offer this diagram as Engineers’ 
Exhibit Xo. 105. 

The Examiner: It is admitted in evidence under that 
number. 

(Engineers’ Exhibit 105 was received in evidence.) 

[R. i p. 1721] Q. (By Mr. Tucker) Have improvements 
been made to the other water systems of the company? 
A. Yes. The company has improved its water system in 
each of the communities and with considerable paving 
work being undertaken in several of the municipalities 
the i company has replaced small mains with those of 
larger sizes in order to provide for growth and to avoid 
excessive costs in the future when demands would 
necessitate the replacement of smaller mains with larger 
ones. 

• • • • • 
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[E. p. 1722] Q. If you were forced to sell all your water 
businesses or a substantial part of them within any given 
two-year period, do you think you could do so without sub¬ 
stantial sacrifices of values? A. No, I do not. In those 
cases where the production facilities, as I have already 
stated, are actually installed in and are a physical part of 
the buildings of the electric and/or ice plants, and in those 
cases where water facilities are located on lands of the com¬ 
pany used for the electric and/or ice businesses, separation 
would as a practical matter be either impossible or would 
entail a very substantial loss in value. If an attempt were 
made to separate the water-pumping and production 
facilities, the machinery would in such cases have no more 
than its second-hand or scrap value, and also in such cases 
all the value which comes from an installed plant and a 
going concern would be lost, and I have no doubt that such 
values would be considerable. 

• • * • • 


H. C. LEONAED 
Cross Examination 


By Mr. Fischgrund: 

[E. p. 1731] Q. Bo you know in general why the company 
has been making disposition or its water properties, as you 
indicated in your direct examination? A. Yes, I think I 
can explain the situation. The water business generally 
is a profitable business, but in the event a municipality 
wishes to take over the operation, and take over the oper¬ 
ation of a water plant and purchase it from us, we are will¬ 
ing to consider negotiations along those lines if we can 
arrive at satisfactory terms. 

It frequently happens that certain communities desire 
larger size mains and more adequate fire protection. In 
certain cases the city is willing to assume the cost of that 
and the tax burden placed on the general public, and in 


658 


H. C. Leonard—Cross Examination (Cont.) 

Gulf States Water (Cont’d) 

those cases if the city or municipality or town wishes to 
purchase our property and enlarge its mains to provide for 
hydrants and [R. p. 1732] fire-fighting equipment and have 
the general taxpayers pay the loss, why we would be willing 
to consider a sale on that basis. 

i • • • • • 

[R. p. 1737] Q. Yes, Pd like to know exactly what you 
mean so far as the electric and water departments are 
concerned—by the principal plant structure of the company. 
A. The water production plant at Orange, Texas, is located 
on the same property with the electric power station and 
ice plant. In the principal structure are located the electric 
production equipment, the ice plant, and part of the water¬ 
pumping facilities. 

[R.! p. 173S] Q. You mean they are on the same parcel of 
real property? A. The sentence I just used described the 
facilities in the main building. In the yard outside the main 
building, located on the same piece of property, are the 
water wells, and, incidentally, a new well has just been 
completed on this same piece of property, so that summariz¬ 
ing, we have a piec of property that we call the produc¬ 
tion, and on this property are located all of the production 
facilities of the electric plant in Orange, the ice plant and 
all of the wells belonging to our water system except one 
which is located, as I recall it, about a mile from the pro¬ 
duction property, 

The office building at Orange is located I would guess 
about a block or two away from the production property. 

Q. In other words, if I may interrupt you before you 
leave the case of Orange, Texas, the wells of the water 
system are on the same parcel of real property that is a 
parcel of real prpocrty that is owned by the Gulf States 
Utilities Company? A. All of the wells except one that is 
located about a mile away. 
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Q. And the pumping equipment is in a building— A. 
(Interposing) Some of the pumping equipment is located 
in the same structure with the electric power station and 
other wells are located on the same piece of real property, 
but a short distance from the power station. 

[R. p. 1739] Q. But in the case in which the pumping 
equipment is in the same building as the power station, it 
is in a separate part of the building, is it not? A. It is. 
As I recall it, most of the pumping equipment is in one 
end of the main building. It is in part of the power station 
building but it is in one end of it, that is correct. 

Q. All right; now, in the case of Xavasota, Texas. A. 
In X'avasota, Texas, the division headquarters are located 
on what we refer to as the principal plant structure. The 
division offices are located there. The ice plant is located 
there, the water production facilities, and the distribution 
facilities. Practically all of the production and distribu¬ 
tion and central office activities are carried on from this 
central piece of property. 

Q. All right; and at Calvert, Texas. A. The principal 
plant structure at Calvert has on it several buildings, the 
largest one housing a steam boiler and steam generating 
equipment, which are used for stand-by purposes only, the 
ice plant, and some of the water-pumping facilities. 

The wells are located in the yard. The stand-pipe is in 
the yard, and on the same piece of property is located the 
office building servicing the Calvert district. 

Q. The pumping equipment is in a separate building 
from the building that has the steam generating equipment, 
is that not true? [R. p. 1740] A. Some of it is. As I re¬ 
call it, some of the water-pumping equipment is also located 
in the principal structure. 

Q. But for the most part the principal pumping equip¬ 
ment is in a separate building from that that houses the 
steam-generating equipment? A. There is a small brick 
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building located on that same piece of property that has 
some pumping equipment in it. My recollection is that 
most of it is housed in the building with the generating 
equipment. Certainly any steam-driven pumping equip¬ 
ment that is referred to here would be bound to be located 
in the same building. 

Q. You are not absolutely certain how much is in one 
building and how much is in the other? A. Not absolutely, 
no. 

Q. Is there any reason, Mr. Leonard, why the property, 
for example, at Orange that has the wells on it could not be 
separately owned by a separate company other than Gulf 
States L'tilities Company and operated as such? A. I think 
it would most certainly detract from the value of our 
property to have pieces of property owned by somebody 
else than ourselves, and then have operators not working 
for use taking care of the machinery and equipment. It 
seems to me that it wouldn’t be a practical scheme at all. 

Q. My question was whether or not the property at—I 
believe I referred to Orange, Texas—that has certain water 
[R. p. 1741] wells on it, which is on a property that is con¬ 
tiguous to a property that has electric equipment on it, as 
to whether or not that property with water wells on it could 
not be separately owned? A. Not from a feasible stand¬ 
point. For instance, part of the wells are located between 
the main switching structure and the building housing the 
generating equipment, so that those wells are right in the 
center of the property. It would seem to me that it would 
be awfully ill-advised to attempt to sell a chunk right out of 
the middle of a piece of property and expect a group of 
employees to go there that are not under our control, and 
the same thing would apply to the pumping facilities in the 
principal building which is occupied by generating equip¬ 
ment. 

• • • • • 
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[R. p. 1741] Q. (By Mr. Fischgrund) It is true, is it not, 
that there isn’t any principal plant structure that is used 
by the electric and the water departments in Denham 
Springs, Lake Charles and Carencro? A. At Denham 
Springs, the water property is contiguous [R. p. 1742] to 
a small piece of property on which we have located our 
distribution transformers for supplying the Town of Den¬ 
ham Springs with electricity, but on the property devoted 
to the water system there are no electric facilities at all, 
and in respect to Carencro- 

Mr. Tucker: (Interposing) Lake Charles? 

Witness: Well, let me mention the Carencro first, be¬ 
cause it is a smaller one. 

(Continuing) The properties at Carencro are owned by 
the City, so that I think that statement answers itself; 
doesn’t it? 

Q. (By Mr. Fischgrund) In other words, they are en¬ 
tirely separate from any electric properties? A. I don’t re¬ 
call that we have any electric facilities there at all, except 
possibly a transformer for serving pumping equipment. 
And, then you asked about Lake Charles? 

Q. Yes. A. The principal piece of property that the 
Gulf States Utilities Company owns in Lake Charles is a 
sizeable one, and on this piece of property are located the 
electric facilities serving that division, and also the water 
properties. The water properties are not grouped to¬ 
gether in a single group. The filtration and the water 
purification plant is separate from the electric building, 
and two of our wells are located within a short distance of 
the water-treating and filtration plant. The [R. p. 1743] 
pumping facilities used for supplying water to the City 
under pressure are located in a building which, although 
separate from the electric structures, is within a few feet 
of one of our electric buildings. 
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Further, other wells are located at a considerable dis¬ 
tance from the water-treating plant and are located closer 
to electric facilities than they are to the filtration plant. 

Q. Xow, Mr. Leonard, I believe you testified that if 
attempts were made to separate the water-pumping and 
production facilities, the machinery would in such cases 
have no more than its second-hand or scrap value. Do you 
recall that? A. I do. 

Q. Do you mean that if there was separation of the 
pumping facilities from the production facilities, or did 
you mean if a separation of the water-pumping and pro¬ 
duction facilities from the ownership by Gulf States Utili¬ 
ties Company, into a separate company? A. What I intended 
to say is that if we should attempt to separate the water¬ 
pumping and production facilities from the electric facili¬ 
ties and move them out of the electric structures- 

Mr. Tucker: (Interposing) No matter what the reason 
was for doing it? 

The Witness: If we had to move them awav from the 

•> 

electric structures, my statement is that in this case the 
machinery would [K. p. 1744] have little more than second¬ 
hand or scrap value. 

Q. (By Mr. Fischgrund) Why would that be true in the 
case of the water properties at Denham Springs, for ex¬ 
ample? A. At Denham Springs? 

Q. Yes. A. I thought I conveyed the impression that on 
the particular water property at Denham Springs that it is 
separate from the electric property, although I did mention 
that it was contiguous thereto. 

Q. Isn’t that also true at Lake Charles? A. I wouldn’t 
think so. It is true of the water-treating and filtration plant, 
but the principal pumping plant for supplying water under 
pressure to the city mains is located in the group of our 
electric activities, and I think that it would be most un¬ 
fortunate if we were forced to separate that building from 
the balance of our electric properties. 
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Q. They are not in the same building that the electric 
properties are, are they? A. Xo, I am sure that I said 
it was immediately adjacent to one of our principal electric 
buildings. It can’t be but just a few feet between the water¬ 
pumping building and the electric building which is used 
for all sorts of distribution purposes. The metering de¬ 
partment, on the second floor, is used for divisional engi¬ 
neering. And continuing in a straight [R. p. 1745] line 
from the electric building I mentioned, past the water- 
pumping plant, you go through a space that we have been 
planning to use for some time for storage of our poles. We 
now have buildings of a temporary nature in that general 
area. 

Q. Isn’t it a fact, Mr. Leonard, that Gulf States Utili¬ 
ties Company could give a deed to property in the Lake 
Charles area that is now used for the water system which 
would be entirely separate from any property that is used 
for the electric system? A. I have been attempting to con¬ 
vey the picture as accurately as possible to you and state 
that the pumping facilities that I speak about are sepa¬ 
rate from the electric structures, but they are located ad¬ 
jacent to buildings where many of our operations are con¬ 
tained, and you would have to build a little private walk 
to the building and surround it by a fence. That would 
be like an island in a lake to do as you propose to do, and 
I think it would break up the property and create an un¬ 
fortunate situation in a piece of property that we have 
been developing carefully over a long period of time. 
From time to time, we have made numerous changes in 
those electric structures down there. The building that is 
immediately adjacent to the pumping station was com¬ 
pletely rehabilitated in the last two years, and since Lake 
Charles is a growing property and that is the logical loca¬ 
tion for our division headquarters, we need all of that 
property; and to [R. p. 1746] have a chunk cut out of the 
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middle, like I say, like an island in a lake, I say would be 
an unfortunate thing to have happen, I think. It’s not 
quite as bad a situation as at Orange but it approaches it. 

• • • • • 

[R. Ip. 1774] Q. As a matter of fact, Mr. Leonard, there 
is lio inherent relationship, is there, between the busi¬ 
ness of pumping water and distributing it through a 
system of water pipes and the business of generating 
electricity and distributing it out over an electric trans¬ 
mission and distribution system? A. There is one point 
that I mentioned, the water production properties use 
water and the same wells can be used for both water and 
electrical purposes and, obviously, it isn’t exactly in answer 
to the question that you asked, but many economies can 
be obtained through joint operation of the two facilities. 

Q. In other words, the only relationship is that the 
electric system uses water and that the water system 
uses electricity. Is that correct ? A. That would cer¬ 
tainly be an important reason why the two are operated 
together. 

Q. As a matter of fact, there is no other inherent 
[R. p. 1775] relationship, if that were an inherent re¬ 
lationship, in the operation of a water system, in the 
distribution of water over a system of water pipes and 
in the generation of electricity and the distribution of it 
over a system of transmission and distribution lines? 
A. That would be the only similarity, as far as genera¬ 
tion is concerned, but as far as the distribution is con¬ 
cerned there are important places where the similarities 
overlap in a matter of meter reading, billing and collec¬ 
tion and things of that sort. 

In other words, the last-mentioned points are those 
factors which make it desirable to operate jointly water 
and electric properties in order that joint facilities and 
joint employees may be used. 
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Q. Well, it is a fact, is it not, Mr. Leonard, that the 
nature of the operating problems of pumping water 
and distributing it out over a system of water pipes and 
the operating problems of generating electricity, dis¬ 
tributing it out over a system of transmission and dis¬ 
tribution lines are entirely different? A. That is too 
broad a statement. What you say is true to a con¬ 
siderable extent, but as I pointed out, yesterday, the same 
men that analyzed water in our boilers also understand 
water for water-treating purposes and things of that sort 
enter into the picture. 

[R. p. 1776] In all or most of our production properties 

we have wells, we understand about wells. These wells 

are required for electric purposes and wells similar to 

the wells for electric purposes are used in conjunction 

with a water distribution svstem. 

* 

In other words, in our electric operations we under¬ 
stand about the production of water and that informa¬ 
tion is available to people that operate our water system. 

Q. In other words, the operating problems are differ¬ 
ent, although you have men who understand the operating 
problems, of both the operation of a water system and an 
electric system. Is that correct? A. Well, obviously, 
the man putting a water pipe in the street has different 
problems than the man putting a wire up on a pole. As 
I say, I think that there are similarities. I think that 
the production of water by wells, the testing of water, 
are all things that are joint that people know about and 
the matter of delivering water to the ultimate consumers 
involves problems of public relations, involves matters 
of billing, matters of meter reading and collections that 
we understand fairly well in the electric department. 

It seems to me the two businesses dovetail together 
very nicely and have in their operation many problems 
which are common. 

Q. Is it not true, Mr. Leonard, that the general 
[R. p. 1777] operating problems of a water system and 
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the pumping and distribution of the -water out over a 
system of water mains and the generation of electricity 
in the distribution of the electricity involve separate 
and different operating problems although you may have 
persons in the employ of the company who understand 
the operating problems of both. Is that not true? 

* • • • • 

[R. p. 1777] The Witness: I think that is too broad a state¬ 
ment. I think it should be limited to simply a statement 
that the operation of an electric system and a water system 
does involve some problems that are different, because on 
the other hand they do definitely involve many problems 
that are similar. 

The problems in connection with the water business and 
electric business certainly do not end at the power station. 
The operating problems involve the customer’s satisfaction, 
including all the ramifications leading up from the produc¬ 
tion [R. p. 177S] to the final use of the products and the pay¬ 
ment of bills. 

Q. (By Mr. Fischgrund) What problems, exactly, are 
similar? A. First of all, at the power station practically 
all electric power stations have water problems. In con¬ 
nection with the water used under the boiler, the power 
stations usually have wells and sometimes take water from 
the river. Those problems are identical, in many respects, 
with the problems of obtaining a supply of drinking water. 

Then, the analysis of the water and the checking of 
the water and a purification of the water, all those things 
are simliar. 

2Cow, turning again to the use of the product, both 
electricity and water are used by the general public. We 
serve the general public with electricity and we also serve 
them with water. My definite opinion is that the matter 
of rendering acceptable service to our electric customers, 
involving as they do problems of public relation, have many 
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points that are entirely similar. They involve the matters 
of meter reading, billing, collections, high bill complaints, 
employees on customers ’ premises and a good part of our 
efforts are spent in training employees so that we can 
render the type of service that is most acceptable to our 
customers. 

When we handle water and electric problems, we handle 
[R. p. 1779] a great many of them by joint employees 
because it seems to me that many of the problems are joint 
and it seems most logical that joint employees handle joint 
problems. It seems to me that the two are very closely woven 
together in many respects. 

It is true that the commodities are physically and en¬ 
tirely different and one is generally handled in pipe and 
the other in wires and I think that very definitely many 
of the production and operating problems involve points 
that are quite similar. 

• • • • * 

(Appendix pages 667 and 684, inclusive, have been taken 
from the transcript of hearings on the application of Gulf 
States Utilities Company referred to in Appendix page 541. 

The numbers in brackets appearing in such excerpts 
indicate the paging of the certified transcript, but are not 
the same as the paging of the original reporters’ transcript.) 

Gulf States Gas System 

[R. p. 5314] H. C. LEONARD 

Direct Examination 

• *•••* 

Q. (By Mr. Breckinridge) Is the gas that you distribute 
in Baton Rouge natural or manufactured? A. We dis¬ 
tribute natural gas. 

Q. Where do you obtain this gas? A. We purchase 
the gas through two connections with the Interstate Natural 
Gas Company, Inc., which is a non-affiliated pipe line 
company. 
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Q. What is the territory served by the gas department? 
A. Gulf States Utilities Company distribute this gas to 
residential, commercial and industrial consumers in the 
City of Baton Rouge, Louisiana, and its adjacent suburbs. 

• • • • • 

(By Mr. Breckinridge) 

[R. p. 531S] Q. Do you have a map of the distribution 
system’ A. I do. 

Q. Was this map prepared under your supervision? 
A. It was. 

Q. Do you believe it to be accurate? A. I do. 

Mr. Breckinridge: At this time, if the Examiner please, 
I would like to have the map referred to marked as appli¬ 
cant Gulf States Utilities Company Exhibit No. 2. 

• * * * • 

(By Mr. Breckinridge) 

[R. p. 5319] Q. What does this map show? A. This map 
shows the location of the gas lines, regulator stations and 
principal valves of Gulf States Utilities Company. It also 
shows the connecting lines of Interstate Natural Gas Com¬ 
pany, Inc., and the transmission lines owned by United 
Gas Company. This map shows in addition the lines of 
Suburban Gas Company, a small non-affiliated system 
which serves an outlying suburb of Baton Rouge. 

Q. Does the map show the territory served in 1925 as 
compared with that served now? A. Yes. The territory 
served in 1925 was the thickly populated down town dis¬ 
trict, both business and residential, and that district is 
cross-hatched on the map. The additions to the distribution 
system since 1925 into the more thinly populated suburban 
districts are shown on the map without the cross-hatching. 

Q. Will you describe the territory served by the gas 
department ? A. The gas distribution system serves a terri¬ 
tory in Baton Rouge and its suburbs of about fifteen square 
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miles [R. p. 5320] with a population of approximately 
70,000, which includes numerous subdivisions outside the 
corporate limits of the city, the largest being Istrouma and 
University. 

Q. Will you describe briefly the character of the com¬ 
munity which the gas department serves ? A. Baton Rouge 
and its suburbs have 38 industries of various kinds and 
various State institutions, such as the State Capitol, 
Louisiana State University, State Schools for the Deaf 
and for the Blind and Southern University, a state uni¬ 
versity for colored students. These industries and State 
institutions give employment to more than 10,000 persons. 
The industries referred to include oil refining, chemical 
works, a veneering plant, chlorine plants, sash and door 
works, lumber mills, mattress factories and many small 
concerns. An airport with an adjacent army aviation base 
is now under construction and will require a regular force 
of about 2,000 men. There is also production of oil in the 
southern suburbs of the city known as University Field and 
drilling is being carried on around Baton Rouge. The three 
largest industrial enterprises in the district are the Stand¬ 
ard Oil Company of Louisiana, Ethyl Gasoline Corporation 
and the Solvav Process Company, all of which are located 
in North Baton Rouge. 

Q. Do you serve any customers from places other than 
from your main interconnected gas system? [R. p. 5321] 
A. Yes. As shown on the map we purchase gas for re-sale 
at three smaller connections, namely, Louisiana Chemical 
Company and Southern University to the north, and the 
Mclnnis tap (Inniswold Plantation) to the south. 

• • • • t 

[R. p. 5322] 

Mr. Breckinridge: Mr. Examiner, I offer in evidence a 
map which has been marked applicant Gulf States Utilities 
Company Exhibit No. 2. 
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Mr. Fiscligrund: No objection. 

The Examiner: The document which has been marked 
as Applicant, Gulf States Utilities Company Exhibit No. 2, 
may be received in evidence. 

(The map above referred to was received in evi¬ 
dence and marked Applicant, GSUCo Exhibit No. 2.) 

(By Mr. Breckinridge) 

Q. Please state the number of customers connected to 
the company’s mains as of January 1, 1941? A. On Janu¬ 
ary 1,1941 there were 12,542 customers using gas, of which 
11,392 were classed as residential and 1,150 were classed as 
commercial and industrial. 

* • • • • 

[R. p. 5324] 

Q. YThat are your arrangements for purchasing natural 
gas from the Interstate Natural Gas Company, Inc.? 
A. All natural gas required by the Company for dis¬ 
tribution in the City of Baton Rouge and the Parish of 
East Baton Rouge is purchased by the company from 
Interstate Natural Gas Company, Inc., under a contract 
dated June 1, 1937, which by its original terms would have 
expired on May 1, 1940. 

This contract, however, has been extended by an exten¬ 
sion agreement between the parties dated November 22, 
1939, so that its terms now expires on May 1, 1950, subject 
to certain rights of termination prior to such time at the 
company’s option. 

[R. p. 5325] In a supplemental agreement, dated November 
22, 1939, the rates to the company under this contract have 
been reduced for a minimum term of three years, beginning 
November 22,1939, and for such further time as natural gas 
is available to Interstate Natural Gas Company, Inc., from 
the so-called University Field, just outside of Baton Rouge, 
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or within a radius of ten miles of the city, sufficient in its 
opinion to supply 1,500,000 cubic feet a day to the company 
under this contract. 

The purpose of the supplemental agreement was to 
reduce the price of gas to the company so long as an ade¬ 
quate supply of gas was available in and about Baton 
Rouge without, however, relieving Interstate Natural Gas 
Company, Inc., from its obligation to furnish the company’s 
entire requirements of natural gas for distribution as 
aforesaid from its other sources of supply regardless of 
the amount of natural gas available in the vicinity of Baton 
Rous:e. 

The above contract and the two agreements extending 
and supplementing the same were negotiated with two 
major objects in view; first, to insure an adequate and 
dependable supply of natural gas available to the company 
for distribution to its consumers for a period extending 
to 1950, and, secondly, by virtue of the various rights of 
termination at the company’s option as provided in this 
contract, as extended and supplemented, to obtain every 
reasonable assurance that an [R. p. 5326] adequate and 
dependable supply of natural gas would be available as 
aforesaid at the lowest rates obtainable under competitive 
conditions. 

There are two principal metering stations for measur¬ 
ing the quantity of natural gas delivered to the company 
by Interstate Natural Gas Company, Inc., under that con¬ 
tract, as extended and supplemented, one at the extreme 
northern edge of Baton Rouge in Monte Sano and the other 
at the southern extremity of Baton Rouge known as the 
University Field. 

Q. Please tell us about the activity in and around Baton 
Route in connection with the drilling of oil and gas wells 
and the company’s connection with that, if any. A. Begin¬ 
ning in 1933, various wells were drilled in the district at the 
southern edge of the city known as University Field, but 
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it was not until 193S that a discovery oil well was brought 
in in a sand at approximately 6,400 feet. 

In the early months of 1939 a gas well was brought in 
in a sand at a depth of around 7,100 feet, this being the 
first gas well in the field, and in May, 1939 another gas well 
was brought in in a 4,350 foot depth sand. The information 
on the field at that time showed a gas sand at 4,350 feet, 
an oil and gas sand at approximately 6,400 feet, and 
another gas sand at 7,100 feet. 

Our company had followed this development from the 
early stages in 1933 with interest and it was at this time 
that all [R. p. 5327] available geological data was accumu¬ 
lated and calculations began on the real extent of these 
gas productive zones. 

Q. What was the next step with reference to these dis¬ 
coveries? A. Gas experts were engaged by the company 
for a technical production opinion. Conferences were held 
with the major companies interested in the field, prices 
discussed and estimates prepared as to the possible amount 
of recovery from this field. Preliminary investigation indi¬ 
cated a storage of gas that would possibly supply Baton 
Rouge over a period of several years. 

As the field developed, more information and data 
became available and in September, 1939, the Ralph E. 
Davis Company, Inc., was called in to make an estimate of 
the reserve of the field. This firm advised that this was 
primarily an oil field and that the proven gas reserves were 
not sufficient to handle all of the gas requirements of the 
company for resale for more than a limited period of time. 

• • * • • 

[R. p. 5328] By Mr. Breckinridge: 

Q. Will you please continue, Mr. Leonard? A. From 
the conclusion of their report I now quote: “this field is pri¬ 
marily an oil operation in which the oil production and 
reserves are of considerably greater economic importance 
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than the production of natural gas for pipe line use. We 
believe that future developments and operation of this oil 
field will require large quantities of gas and that only excess 
gas production will be available to pipe lines. It is our 
opinion that more than one-half of the total proven gas 
reserve will ultimately be so consumed in oil field operations 
that the quantity of gas ultimately available from this field 
for pipe line use will approximate 7,000,000 M cubic feet.” 

From a letter in connection with their report I 
[R. p. 5329] now quote: 

‘‘The quantities of pipe line gas available from the 
University Field during the next two or three years 
will very likely be sufficient to meet the Baton Rouge 
market requirement for this period, but as the field 
becomes older and depletion continues, it is expected 
that the rate of production will decline, more gas will be 
demanded for oil field operations and successively lesser 
quantities will be available for pipe line purposes. 
Although a seven year supply of pipe line gas is indi¬ 
cated, it is believed that the rate at which this gas will 
become available will decline after the first period of 
flush production and that the market requirement of 
1,000,000 M cubic feet per year cannot, therefore, be met 
for a seven year period. 

“After due consideration of all the factors which 
will influence the quantities of gas produced during a 
given time and the declining rates at which pipe line gas 
may become available, it is our opinion that the Univer¬ 
sity Field could not supply the entire requirement and 
safely meet the peak load demands of the Baton Rouge 
market for more than a limited period of time and, 
therefore, would not [R. p. 5330] be dependable as the 
sole source of the future gas supply for your Com¬ 
pany.” 
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Total purchases for the distribution system for the year 
1940 were 1,16S,309 M cubic feet. 

The management felt that the estimated ultimate recov¬ 
ery w L ould not justify the line investment necessary to trans¬ 
port this gas in sufficient quantities and it would not be 
prudent to rely on this field as a sole source in view of the 
short life of the reserve. 

Therefore, the extension contract was entered into with 
the Interstate Natural Gas Company, Inc., which acquired 
this reserve, pursuant to which, Interstate agreed to fur¬ 
nish a portion of the Baton Rouge requirements from the 
University Field, and since this reduced some of the trans¬ 
mission costs, a lower schedule of purchase prices based on 
the life of the field was included in the supplemental agree¬ 
ment. 

• • * • • 

[R. p. 5331] (By Mr. Breckinridge) 

Q. Were the reductions made in the Extension Contract 
of November 22,1939 passed on to the consumer by the gas 
department? A. Yes. The supplemental agreement was 
entered into on November 22,1939 and effective December 5, 
1939 a reduction which amounted to approximately $90,000 
per year on the basis of the then consumption, or 16 per cent 
[R. p. 5332] of the company’s annual gross revenue from 
the sale of gas, was passed on to its consumers by Gulf 
States Utilities Company. This reduction to the consumer 
is a temporary reduction to continue only so long as Gulf 
States Utilities Company obtains the lower gas purchase 
price from the Interstate Natural Gas Company, Inc. This 
reduction was estimated to be approximately the amount of 
the reduction in the purchase price Gulf States Utilities 
Company received in the extension agreement with Inter¬ 
state Natural Gas Company, Inc. 
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[K. p. 5335] Q. Will you describe the size and character 
of the gas mains? [R. p. 5336] A. The distribution sys¬ 
tem is composed of approximately 169 miles of main (as of 
December 31, 1940), consisting of 52 miles of low pressure 
system mains operating under a pressure of 6-inch to 8-inch 
water column, or approximately 3to 4^ ounces, and 117 
miles of intermediate pressure system mains operating 
under a pressure of 15 to 55 pounds per square inch gauge. 
The variations in both the low pressure system and the 
intermediate pressure system are controlled in accordance 
with demand. The major portion, then, is a semi-high 
pressure or intermediate pressure system; the older part, 
that is, the cast iron pipe in the downtown district, being 
low pressure, and the new welded steel pipe in outlying 
sections being intermediate pressure. The construction 
policies of extension have been to continue the cast iron in 
the old established section to insure a long life in districts 
completely paved and having poor accessibility, while in 
the new subdivisions steel welded pipe is used in smaller 
size with a view to holding investments to a minimum. Of 
the cast iron pipe operated at low pressure, there are 261,- 
148 feet or 49.46 miles of a diameter of 3 inches, 4 inches, 
6 inches, 8 inches, or 10 inches; of the cast iron pipe oper¬ 
ated at intermediate pressure there are 4S4 feet of diameter 
of 4 inches; of the steel pipe operated at intermediate pres¬ 
sure there are 620,437 feet, or 117.5 miles of a diameter [R. p. 
5337] of 1*4 inches, 2 inches, 3 inches, 4 inches, 8 inches, 
or 10 inches; and of the steel pipe operated at low pressure 
there are 12,903 feet, or 2.443 miles of the diameter of 
2 inches, 3 inches, 4 inches or 6 inches; making a total of 
894,972 feet of pipe, or 169.5 miles, of which 17.185 miles 
is cast iron pipe under paved streets and 2.1S9 miles is steel 
pipe under paved streets, making a total mileage under 
paved streets of 19.374 miles. 
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Q. What type of service lines do you install from your 
street mains to serve the customers? A. Standards have 
been adopted to install % inch services on the intermediate 
pressure system and P/i iuch on the low pressure system 
for the average size domestic dwelling. The service line 
from the main to the meter, which is generally located at 
the side or rear of the building, is installed, owned and 
maintained by the company. In both cases, sizes are in¬ 
creased where the consumption warrants. 

Q. How many services does the gas department have? 
A. As of December 31, 1940, the gas department had 
11,926 services. 

Q. Does the gas department have any regulator stations 
in addition to those you have heretofore described? A. Yes. 
The low pressure system, consisting of 52 [R. p. 5338] 
miles of main, is fed by thirteen district regulator stations. 
These stations are equipped with either Chapman-Fulton 
or Emco regulators and each is housed in an underground 
vault. Two of these regulators have automatic boosting 
devices which raise the pressure on the regulator during 
hours of maximum demand. 

Q. Then please describe the equipment the gas depart¬ 
ment operates for transportation purposes. A. The de¬ 
partment operates sixteen vehicles, consisting of two line 
construction trucks, one pipe trailer, two passenger cars, 
five pick-up trucks (one of which is used jointly with the 
electric department), two service trucks, and four meter 
trucks. 

Q. Will you please comment on the tools and equipment 
used by the gas department? A. We have one Ingersoll 
Rand portable air compressor which is used jointly with 
the electric department; one 2-inch Mueller stopping and 
pressure control unit; one 4-inch Mueller stopping and 
pressure control unit; four complete welding outfits; and 
miscellaneous smaller tools and equipment. 
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Q. Please comment briefly on the meters. A. We have 
on hand, either in service or in the shop for repair, 14,359 
gas meters. 7,996 of these are the tin type meter, ranging 
in size from 5B to 20B; 6,234 are iron [R. p. 5339] meters, 
ranging in size from 5B to No. 25B; and 129 are con¬ 
sidered industrial meters, which range in size from 30B to 
No. 5. All of these meters are standard and approved 
makes. 

Q. Please comment on your domestic regulators. A. 
Approximately 6,640 domestic regulators are used in con¬ 
nection with the meters. The majority are % inch or one 
inch, of standard makes. 

Q. Does the gas department use any land jointly with 
the electric department? A. Yes. It uses one lot SO feet 
by 133% feet, located at the Monte Sano Highland Farms 
Addition. This site is used jointly for a gas regulating and 
metering station and the electric department also has a 
substation on that property. 

In addition, the company owns one city block fronting 
on Government Street, in the City of Baton Rouge, Louisi¬ 
ana. On this block of land two buildings are situated that 
are used jointly for the storing of materials and supplies 
and storing and servicing company automobiles used in the 
operation of the company for both the gas and electric 
departments. In these buildings are also the offices of 
the operating department heads of the company, together 
with engineering offices, meter testing department and a 
gas laboratory. That part of the land not occupied by 
the two buildings I mentioned is used for the parking of 
automobiles [R. p. 5340] of both departments, storing of 
poles, transformers and other heavy materials and equip¬ 
ment used by the electric department and the storing of 
heavy pipe and fittings used for mains and services by the 
gas department, and a brick building housing a low pres¬ 
sure district regulator. 
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Q. Trill you state the amount of unaccounted for gas on 
[R. p. 5359] your system for the year 1939? A. In the year 
1939 the total gas purchased was 927,851 M. cubic feet, and 
the total gas used and sold by the company was 857,5S2 M. 
cubic feet, leaving gas unaccounted for in that year of 
70,269 M. cubic feet, making the percentage of gas unac¬ 
counted for 7.6 percent. 

Q. Will you state the amount of unaccounted for gas 
on your system for the year 1940 ? A. In the year 1940, the 
total gas purchased was 1,16S,309 M. cubic feet, and the 
total gas used and sold by the company was 1,114,578 M. 
cubic feet, leaving gas unaccounted for in that year of 
53,731 M. cubic feet, making the percentage of gas unac¬ 
counted for 4.6 percent. 

Q. Can you explain to some extent the improvement in 
unaccounted for gas during the years 1939 and 1940? A. 
This material decrease in the percentage of unaccounted 
for gas is largely due to two factors: First, the continuous 
work that we have been doing each vear in locating and 
repairing leaks between the joints of pipes in our system 
and locating and replacing defective sections of pipe; and 
the second factor is the matter of operating the system at 
the lowest possible pressures. During 1939 we made a 
particular study of the minimum pressures at which it was 
feasible to operate our system in order to render adequate 
sertice to our customers. As a result of this study it was 
found that certain substantial [R. p. 5360] sections of our 
system could be and were operated at pressures below that 
which had been previously in use. I should like to say that 
the reduced system pressure does not reduce the pressure 
at the customer’s meter, as a pressure regulator intervenes 
between the mains and the meter which controls the cus¬ 
tomer’s pressure. 

Q. Do you have any regular system of inspection of 
equipment in the Gas Department? A. Yes. All regulator 
stations and vaults are inspected monthly by the Meter 
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Shop foreman for efficient operation, leakage and general 
condition. Faulty conditions are reported and immediately 
remedied. Twice monthly the Gas Department Safety Com¬ 
mittee inspects the Meter Laboratory, tools and equipment, 
and all trucks, for general condition, appearance and safety 
of operation. Reports and recommendations are made, and 
unsatisfactory conditions or hazards are eliminated. 

Q. IVhat has been done by the Gas Department to keep 
informed of advancements in the industry? A. To be in¬ 
formed of the modern methods of operation and advance¬ 
ment of the industry, the Gas Department maintains mem¬ 
berships in the American Gas Association, Southern Gas 
Association, and National Safety Council. 

An employee of the Gas Department has represented 
the Gulf States Utilities Company at the National Safety 
Congress held in 1.937, 1938, and 1939; and the Southern 
Safety Conference [R. p. 5361] held in 1938, 1939 and 1940. 
In addition, a representative from the Gas Department 
Meter Laboratory attends the Gas Measurement short 
course held at Norman, Oklahoma, each year, and one or 
more representatives attend the convention of the Natural 
Gas Section of the American Gas Association each vear. 

* * # * • 

[R. p. 5376] (By Mr. Breckinridge) 

Q. Does the gas department of your company have 
a good safety record? Q. Yes, we have an excellent 
record. For two consecutive years, namely, 1937-1938, the 
gas department placed second in a [R. p. 5377] group of 
57 competing companies in the safety contest sponsored by 
the National Safety Council. For each of those two years 
this department had a perfect record of no lost-time acci¬ 
dents, but there was one other company which also had a 
perfect score that worked more man-hours. In 1939 we 
again had another perfect year; in fact, throughout the 
entire year of 1940 and up to April 1, 1941 the gas depart¬ 
ment employees had worked over 1,605 days without a 
lost-time accident. 
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Q. How have you been able to maintain this excellent 
record? A. A well-balanced safety program beginning with 
the management of the company has been firmly established, 
not only in the gas department but throughout the organi¬ 
zation. This has been made possible only by splendid 
cooperation of management and employees over a period 
of several years. The management has enthusiastically 
supported worthy safety movements and has voluntarily 
given financial assistance and time to solve safety problems. 

The general superintendent of the Baton Rouge Division 
of the company serves actively as chairman of the Central 
Safety Committee, which is composed of the superintend¬ 
ents of the electric, gas and sales departments, a represen¬ 
tative from the accounting department, the vice chairman 
and a secretary. The purpose of this committee is to for¬ 
mulate company policies regarding accident prevention 
work and act in an advisory capacity [R. p. 5378] to the 
various departments. Monthly meetings are held, at which 
time the accidents which occurred during the previous 
month are discussed with a view to determining the cause 
of the accident and how similar accidents may be prevented 
in the future. Many suggestions have been received from 
this committee which have materially assisted the gas 
department in reducing the number of accidents and main¬ 
taining the fine record established. 

Q. Is there a safety organization within the gas depart¬ 
ment? A. Yes. Each sub-department head in the gas 
department is held responsible for the safety organization 
in his respective department. The gas superintendent 
appoints a group of gas department employees to act as a 
safety committee within the department for a period of six 
months. Frequent changes are desirable so that more 
employees will have an opportunity to serve and no one is 
allowed to grow stale on the job. This committee is com¬ 
posed of a safety director, secretary, four safety inspectors 
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for the following: jobbing and trouble trucks, meter labora¬ 
tory, engineering office, tool room and construction tools. 

* * # • * 

[R. p. 53S2] By Mr. Breckinridge: 

Q. Please describe the joint use of equipment by the gas 
department with other departments of the company? A. 
The gas department of this company uses jointly with the 
electric and water departments the general office building 
and service building, both located in Baton Rouge, Louisi¬ 
ana. The gas department is furnished with electric energy 
by the electric department, and the electric department is 
furnished with gas by the gas department. 

Q. Is there any joint use of automotive equipment? A. 
The gas and electric departments maintain separate auto¬ 
motive equipment. In cases of emergency, should it become 
necessary for the electric department to have use for more 
automobiles and trucks than it normally uses, the gas 
department equipment is used. The same applies should the 
gas department find need for use of additional equipment 
and obtain same from the electric department. There is a 
joint use by the gas department and other departments of 
automobiles in the office pool, which means those used by 
executives, the accounting and sales departments. 

Q. In your opinion, has the gas department been oper¬ 
ated to the best interest of the consumers of Baton Rouge 
and adjacent districts through the combined management of 
the gas and electric departments? 

• * • * * 

[R. p. 5383] A. Yes. I am of the definite opinion that the 
gas department has been operated efficiently under this 
joint operation. The joint use of buildings and equipment, 
personnel in accounting, sales and management, insurance 
and land, have resulted in savings to both the gas depart¬ 
ment and the other departments. 

• • • • • 
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[R. p. 53S4] (By Mr. Breckinridge) 

Q. Will you state briefly the various businesses in which 
Gulf States Utilities Company is engaged? A. In addition 
to its gas business, the company is engaged in the busi¬ 
nesses of generating electric energy and distributing and 
selling the same at retail and wholesale in an area in 
southeastern Texas and south-central Louisiana. The com¬ 
pany also supplies water in seven communities and manu¬ 
factures ice and distributes the same at retail and wholesale. 
It is also engaged in the merchandising of gas and electric 
appliances. 

• • • * • 

[K. p. 5395] (By Mr. Breckinridge) 

Q. Will you state briefly the status of Gulf States 
Utilities Company as a public utility or public service com¬ 
pany under applicable state laws? A. The Company has 
been advised by its counsel that in Texas the rates of the 
Company are subject to the jurisdiction of municipal au¬ 
thorities and as to all rates, including those in unincorpo¬ 
rated towns and rural sections, the state district court has 
authority to declare unlawful an extortionate or unreason¬ 
able rate. The Company has also been advised by counsel 
that in Louisiana the Law provides generally that the De¬ 
partment Public Service has jurisdiction over the rates 
and services of public utility companies, of which our 
Company is one. In both states this jurisdiction, 
[R. p. 5396] the Company has been advised, applies to both 
gas and electric rates and services. 

The Company has also been advised by counsel that 
there is no law in the State of Louisiana or the State of 
Texas prohibiting the common ownership and operation of 
gas and electric facilities in the same territory. In fact the 
charter of Gulf States Utilities Company, which is a Texas 
Corporation, specifically permits the Company to carry on 
both an electric and gas business, and Gulf States Utilities 
Company has been duly qualified as a foreign corporation 
in the State of Lousiana. 

• • • • • 
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(Appendix pages 6S5 to 772, inclusive, contain excerpts 
from the transcript of hearings before the Trial Examiner of 
the Commission, held pursuant to the Commission’s Order 
under Section li(b)(i) of the Act. The numbers in 
brackets indicate the paging of the certified transcript, 
which are the same as that of the original reporters* 
transcript. Corrections have been made in these excerpts 
in conformity with the corrections set forth in Document 
No. 417—R. pp. 8149-8228). 

[R, p. 1365] TOM P. WALKER 

called as a witness on behalf of the Respondents, being first 
duly sworn, was examined and testified as follows: 

• # • » • 

Direct Examination 

m * * * • 


(By Mr. Tucker) 

[R. p. 1374] Q. Will you describe what is shown on the 
chart marked Exhibit 72 for identification? A. This chart 
shows that the president of the company, located in Beau¬ 
mont, has general charge over the company’s operations 
and personnel. There are located in the general offices at 
Beaumont the treasurer of the company, the general oper¬ 
ating manager, and the general sales manager, and these 
three officials and the department heads working under 
them supervise the various operations of the company. In 
addition a vice president of the company located at the 
general office in Baton Rouge has general supervision over 
the Lake Charles and Baton Rouge divisions, and shares 
responsibility in these divisions with the treasurer, general 
operating manager, and general sales manager for oper¬ 
ations in their respective fields. 
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The Beaumont division is supervised by the general 
office department heads, there being no separate division 
or district setup such as in the Port Arthur or Navasota 
divisions. You will note that the chart brings out this fact 
by repeating the general setup and showing the president, 
treasurer, general [R. p. 1375] operating manager and 
general sales manager as in direct charge of the division’s 
operations. In the Beaumont general office are also located 
employees such as the purchasing agent, the rate engineer, 
general engineer, superintendent of production, claim 
agent, power sales supervisor, lighting sales supervisor, 
advertising director, and so forth, who are responsible in 
their respective fields for operations of the entire company. 

i Similarly, in the Baton Rouge division, the vice presi¬ 
dent in charge of the Baton Rouge and Lake Charles 
divisions has general charge of the activity of the Baton 
Rouge division. He has under his direct supervision an 
assistant treasurer-assistant secretary, general superin¬ 
tendent and a sales manager who, through appropriate 
officials, carry on work of the division. Many of the electric 
department employees in the Baton Rouge division have, 
in addition, direct responsibilities for the operation of the 
gas department, and we have indicated these joint employees 
by an appropriate marking. 

• • • • • 

TOM P. WALKER 
Cross Examination 

[R. p. 1300] Q. (By Mr. Lester) Mr. Walker, will you refer 
to Exhibit 79 and to the annual report for 1940 of Gulf 
States Utilities Company? A. Yes, I have it. 

Q. I want to go over the list of directors with you and 
establish their identity and residence. 
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Who is Mr. Hunger T. Ball? A. Mr. Munger T. Ball 
is President of the Sabine Transportation Company, and 
he lives in Port Arthur, Texas. 

Q. Is he a stockholder of your company? A. I don’t 
know. 

Q. Is he in any way affiliated with your company? A. 
No, except as a Director. 

Q. Now Donald C. Barnes is the President of Engineers 
Public Service Company and Engineers Public Service 
Company, Inc.; that is correct, isn’t it? A. Yes. 

Q. He resides in New York City? A. Yes. 

Q. Now Thomas J. Hanlon, Jr. is the Vice President of 
Engineers Public Service Company, Inc., is he not? A. Yes. 

Q. Harold C. Leonard is the Vice President in charge 
of the Baton Rouge and Lake Charles divisions? [R. p. 1391] 
A. Yes. 

Q. Who is Charles P. Manship? A. Charles P. Man- 
ship is President of the Capitol City Press, and lives in 
Baton Rouge, Louisiana. 

Q. WLo is Will E. Orgain? A. Mr. Orgain is a member 
of the law firm of Orgain, Carroll & Bell, Beaumont, Texas. 

Q. Is it correct that they are Texas local counsel for 
Gulf States? A. They are the general counsel for Gulf 
States Utilities Company. 

Q. And who is C. Vernon Porter? A. He is a member 
of the legal firm of Taylor, Porter, Brooks & Fuller, and 
they are counsel for the company in Louisiana. 

Q. And of course Tom P. Walker is yourself? A. Yes, 
sir. 

Q. Now referring to the officers, you are President of 
Gulf States Utilities Company, and reside in Beaumont? 
A. Yes. 

Q. I take it that Harold C. Leonard is Vice President 
in charge of the Louisiana properties? A. Yes. 
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Q. That is the Lake Charles division and the Baton 
Rouge division? [R. p. 1392] A. Yes, sir. 

Q. Donald C. Barnes, Vice President, is again President 
of Engineers Public Service Company and Engineers Public 
Service Company, Inc.? A. Yes. 

Q. Henry V. Faber is a resident of Beaumont? A. Yes. 
Q. He is Treasurer of the company? A. Yes. 

Q. Who is John G. True? A. John G. True is a Vice 
President of the company in charge of the Lake Charles 
Division. He lives in Lake Charles, Louisiana. 

Q. Now, Samuel B. Tuell is the Vice President of Engi¬ 
neers Public Service Company, Inc.? A. I think so. 

Q. And Richard N. Benjamin is Secretary of Engineers 
Public Service Company and Engineers Public Service 
Company, Inc.? A. Yes. 

i • • • • • 


TOM P. WALKER 
Re-direct Examination 

[R. p. 1392] Q. (By Mr. Tucker) Is it proposed to elect an 
additional Director at [R. p. 1393] some time in the future; 
and if so, who, and when? A. Yes, our stockholders’ meet¬ 
ing is to be held in Beaumont on June 9, and the manage¬ 
ment is proposing to present Mr. John G. True’s name, the 
Vice President in charge of the Lake Charles Division, as a 
Director of the company. 

Q. Is Mr. Manship, except for his being a Director of 
the company, in any way connected with or affiliated with 
the company? A. No. 
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[R. p. 1957] HENRY V. FABER, 

called as a witness on behalf of the Respondent, being duly 
sworn, was examined and testified as follows: 

Mr. Tucker: Mr. Examiner, would there be any objec¬ 
tion to having Mr. Faber’s assistant sit with him up there, 
since he is going to have a lot of papers, and he may be 
helpful to him in finding different things required in the 
testimony. 

Mr. Fischgrund: I have no objection. 

Mr. Tucker: I don’t think it will be necessary on his 
direct examination but it probably will be on cross-exami¬ 
nation, [R. p. 1958] unless you want him there on direct. 

The Witness: No, I don’t think so. 

Mr. Tucker: All right. 

Direct Examination. 

Q. (By Mr. Tucker) Will you please state your name, 
address and business connection? A. My name is Henry V. 
Faber; my business address is 362 Liberty Avenue, Beau¬ 
mont, Texas. I am Treasurer of Gulf States Utilities Com¬ 
pany. 

Mr. Tucker: I wish to state at this time that I wish to 
qualify Mr. Faber as an expert utility accountant. 

Q. (By Mr. Tucker) Will you please state briefly your 
education, experience and qualifications for the position 
which you hold. A. June, 1920—Graduated in accounting 
and business law, Wharton School of Finance, University 
of Pennsylvania, after a three-vear course. From June, 
1920 to March, 1921 I was an assistant in the auditing de¬ 
partment of Stone & Webster Service Corporation in Bos¬ 
ton, Massachusetts, where it was my duty to assist the 
auditors in their field work, auditing the accounts and 
records of companies which at that time employed the 
services of that organization. From March, 1921 to May, 
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1922 I hold the positions of chief clerk and later assistant 
treasurer of the Haverhill Gas Light Company at Haver¬ 
hill, Massachusetts. [R. p. 1959] From May, 1922 to June, 
1926 I was employed in a study of accounting methods and 
procedure and the necessary forms related thereto in Stone 
& Webster Service Corporation in Boston, Massachusetts, 
when considerable progress was made in the standardiza¬ 
tion of forms for the companies receiving service from 
Stone & Webster Service Corporation. From June, 1926 
to April 192S I was the assistant treasurer of the Jackson¬ 
ville Traction Company in Jacksonville, Florida. From 
April, 192S to February, 1934 I was assistant treasurer and 
later treasurer of the Savannah Electric and Power Com¬ 
pany, Savannah, Georgia. Among my duties there was 
the i supervision of rates. From February, 1934 to the pres¬ 
ent date I have been treasurer of Gulf States Utilities 
Company in Beaumont, Texas, and my duties there have 
also included the supervision of rates. 

* # * • • 

[R.iP. 1962] Q. (By Mr. Tucker) Turning your attention 
first to the matter of interdepartmental charges for elec¬ 
tricity, what have you decided with respect to that item? 
A. I found that the most accurate allocation of the cost of 
electricity by departments would be obtained by establish¬ 
ing a charge for electricity, based on $12.00 per kw per year, 
plus switchboard costs, plus transmission costs, and have 
applied the rate so determined to the amount of electricity 
consumed by each department, considering line losses. 

Q. What about the charge for gas? A. I determined 
that the best method of allocating charges for gas used by 
other departments was to take a rate based on the cost of 
gas purchased for use by the company, plus the factor of 
unaccounted-for gas, plus the cost of distribution. We pay 
13 cents per 1,000 cubic feet for gas purchased for [R. p. 
1963] company use, and, because the small amount of gas 
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used by joint departments did not warrant a very extensive 
study of these elements, I have used 25 cents per 1,000 
cubic feet for this item. 

Q. What have you decided is the best method of allocat¬ 
ing charges for water between departments? A. I have 
determined that a fair method of allocating charges for 
water used by other departments is to determine a rate 
based on production and purification expenses, taxes, depre¬ 
ciation and interest, and have applied this rate to the water 
used by the electric and ice departments. This rate I have 
calculated to be 16 cents per thousand gallons. 

Q. What have you decided is the fairest method of allo¬ 
cating expenses of joint-use buildings? A. In the case of 
rented bulidings a division should first be made on the basis 
of floor space between space used for merchandising and 
space used for other purposes. The space used for other 
purposes should be divided, I believe, between departments 
on the basis of the gross revenues of such departments. 
When I speak of gross revenues I mean the gross revenues 
of the electric, gas, water and ice departments, excluding the 
revenues from sales of electricitv and steam to the three 
large industrial customers. In cases where the building is 
concerned only with local operations the revenue basis I re¬ 
fer to means the relationship of the revenues in [R. p. 1964] 
that particular locality. In the case of the main office 
building at Baton Rouge the departmental gross revenue 
basis I speak of is that for the State of Louisiana, since the 
people in that building, with one exception, work on matters 
relating only to the State of Louisiana. In the case of com¬ 
pany-owned buildings, I believe that there should be an 
allocation of the fixed charges and operating expenses to 
the various departments using such buildings, on the same 
basis I have just described for the allocation of the rent of 
rented buildings. 

Q. What method do you think is the most equitable for 
allocating the charges for equipment which is jointly used 
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by more than one department? A. The most equitable 
manner of allocating the cost to departments for jointly 
usedi office equipment would be to distribute the fixed 
charges to those departments on a gross revenue basis 
such as I have just described, in which I would include the 
gross sales of merchandise. 

Q. What method do you consider most equitable in allo¬ 
cating the salaries and expenses of personnel who perform 
work for more than one department? A. Certain of our 
employees work on a daily time slip basis, and their time 
should be assigned direct to the department for which the 
work was done. This includes such employees as linemen, 
truck drivers, draftsmen, instrument men, servicemen, 
trouble men, maintenance men of all kinds, and workers on 
[R. p. 1965] construction. Payroll costs of certain other 
joint employees for whom it is not practicable to turn in 
daily time slips should be assigned directly to the depart¬ 
ment! for which they work on the basis of time studies which 
would be revised periodically. This group of employees 
includes cashiers, billing machine operators, district repre¬ 
sentatives, certain clerks, switchboard operators, plant 
operators, etc. There are certain employees who confine 
their activities to one state. I think the fairest method of 
allocating the payroll of such of these employees for whom 
it is not practicable to keep time slips or make time studies 
would be to allocate charges for their time on the basis of 
departmental gross revenues in the state in which their 
activities are confined. There are certain Texas employees 
who spend a portion of their time on activities relating to 
Louisiana. The proportion they spend on Louisiana work 
should be determined from time to time on a time-study 
basis. The proportion assigned to the State of Louisiana 
should be divided among the departments in Louisiana on 
the basis of departmental gross revenues in that State. 
There are certain employees, principally the general super¬ 
visory employees, whose activities have to do with the entire 
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system operation. It is my judgment that their time cannot 
accurately be determined on a time study basis, and under 
such circumstances I think the most equitable method is to 
allocate the charges for these [R. p. 1966] individuals 
between departments on the basis of departmental gross 
revenues for the entire system, including revenues from 
merchandise sales. Some of these employees spend a por¬ 
tion of their time on construction and other work which is 
accounted for by time reports or slips. The remainder 
should be split as mentioned. 

Q. How do you suggest allocating the expense between 
departments on automotive equipment? A. The complete 
costs of operating automotive equipment should be allocated 
between departments on the basis of hours of use. 

Q. How would you suggest allocating the costs of operat¬ 
ing joint storerooms ? A. The cost of operating joint store¬ 
rooms should be handled on the basis of issues of materials 
to departments. 

Q. How would you allocate taxes? A. Taxes should be 
allocated directly, so far as possible, to the department 
responsible for the taxes. Federal and state income taxes 
should be allocated by departments on the basis of taxable 
net. Property taxes on jointly used buildings should be 
included in the calculation of fixed charges relating to such 
buildings, and should be allocated to departments on the 
basis I have heretofore stated. Federal capital stock tax 
should be assigned on the same basis as federal income tax. 
All taxes in connection wuth payroll should follow the pay¬ 
roll [R. p. 1967] charges. Supervision taxes should be 
allocated to the departments on the basis of gross revenues. 
Franchise taxes should be on an actual basis where appli¬ 
cable to one department; otherwise, the amount should be 
segregated on the basis of property values of the respective 
departments. 

Q. What conclusion have you reached as to the alloca¬ 
tion of general expenses? A. Payments of a general nature 
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such as the charge of Engineers Public Service Company, 
Inc. under the service company contract, should be allo¬ 
cated on the basis of gross revenues. 

Q. ^Yhat basis have you used in allocating charges for 
interest and amortization between departments? A. Inter¬ 
est and amortization should be allocated between depart¬ 
ments on the basis of the respective book investment in 
property in each department subject to the mortgage. In 
other words, no allocation of these items should be made 
to the ice department and certain other non-utility proper¬ 
ties ^ince these are not subject to the mortgage. 

Q. Are there any other interest items which you have 
not alreadv mentioned which vou feel should be allocated 
between departments? A. I have mentioned all of the 
important items. There is also the item of interest on con¬ 
sumers' deposits which is allocated on a gross revenue 
basis. 

[E. p. 196S] Q. What method do you recommend as being 
the fairest one for the allocation of items of income and 
expense in the so-called non-operating income net account ? 
A. The net income from the merchandise department is 
included in this account and is of course directly assignable 
to the electric or gas merchandising department, as the 
case may be. I believe all the items should be examined 
and assigned to departments on the basis of a study and 
where the study does not develop into a direct depart¬ 
mental charge, then in such cases those itmes should be 
distributed on a revenue basis. 

Q. Do you have with you in exhibit form an income 
statement for the year 1940 showing a breakdown between 
the electric, gas, water and ice departments reflecting the 
method of allocation of expense which you have been dis¬ 
cussing and which you have stated to be the most equitable 
method? A. Yes. 

Q. Was this prepared under your supervision and do 
you believe it to be correct? A. Yes. 
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Mr. Tucker: I would like to have this marked for iden¬ 
tification as Engineers’ Exhibit Xo. 119, and I offer it in 
evidence. 

The Examiner: It is received in evidence as Engineers’ 
Exhibit Xo. 119. 

(Engineers’ Exhibit Xo. 119 was received in evidence.) 

[R. p. 1969] Q. (By Mr. Tucker) Please tell us what this 
statement shows to be the balance remaining before interest 
and amortization for each of the four departments men¬ 
tioned and give us the amount of increase or decrease of 
each of such balances as compared with the amount shown 
on Exhibit 7 in the gas status proceedings, Docket Xo. 31-506 
incorporated in the record in this proceeding by order of 
the Commission which is based on the method of allocation 
now in use by the company ? A. The balance before inter¬ 
set and amortization of the electric department for the 
year 1940 as shown by gas exhibit Xo. 7 was $3,504,889.01. 
The banace shown by the revised statement Engineers’ 
Exhibit 119, is $3,529,091.30, or an increase in such balance 
of $24,202.29. In the case of the gas department the bal¬ 
ance shown by gas exhibit Xo. 7 was $178,003.82, and the 
balance shown by Engineers’ Exhibit 119 is $163,998.10, 
which represents a decrease of $14,005.72 in such balance. 
The balance available in the water department for the year 
1940 before interest and amortization as shown by gas 
exhibit Xo. 7 was $57,425.67. The balance shown by Engi¬ 
neers’ Exhibit 119 is $49,715.21; or a decrease in such 
balance of $7,710.46. The balance shown for the ice depart¬ 
ment in gas exhibit Xo. 7 was $34,088.99 in the red. The 
balance shown by Engineers’ Exhibit 119 is $36,575.10 in 
the red, or a decrease in such balance of $2,486.11. 

* • * * * 
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H. V. FABER 
Farther Direct Examination 

i • • • * • 

(By Mr. Tucker) 

[R. p. 3936] Q. "Will you turn to the third page of Engi¬ 
neers’ Exhibit 226 and explain what this page shows? A. 
This page shows the total expense within the Baton Rouge 
district that we have discussed for Electric and Gas, and 
the number of customers, Electric and Gas, and the average 
cost of those customers in cents, for Electric and Gas, and 
the total for those three items. 

Q. Those average costs shown on the exhibit are what? 
A. Those average costs shown on this exhibit are a matter 
of taking expenses and dividing them by the number of 
[R. p. 3937] customers, Electric or Gas. 

Q. And what did thev turn out to be? A. Thev turned 
out to be 15.4 cents for Electric; 14.6 for Gas; and 15.1, 
total; and down at the bottom of the page you will notice 
that we have arranged the exhibit to show what it would 
cost to read a combination customer, 14.6 cents, both Elec¬ 
tric and Gas, and 16.9 cents for Electric—a single-service 
customer. 

i • • • • • 

[R. p. 3941] Q. (By Mr. Tucker) Mr. Faber, have you made 
a study to determine the amount of additional expense 
which would be incurred if the Gas Department of Gulf 
States Utilities Company were operated as an independent 
company? A. Yes, I have. 

Q. Do you have with you in exhibit form a tabulation 
showing in detail the amount of additional expense which 
would be incurred by the Electric and other departments 
of the Company and the amount of additional expense 
which would be incurred by the Gas Department, on the 
assumption in both cases that the Gas Department is 
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operated as an independent company? A. Yes, I have that 
in exhibit form. 

Q. Was this prepared under your supervision and do 
you believe it to be correct? A. It was and I do. 

Mr. Tucker: I would like to have this tabulation 
marked for identification as Engineers’ Exhibit No. 227 
and I offer it in evidence. 

The Examiner: All right, let it come in under that 
number. 

(Engineers’ Exhibit No. 227 was received in evidence.) 

* * # # * 

[R. p. 3942] Q. (By Mr. Tucker) Please describe what is 
shown by this exhibit. A. This exhibit shows the additional 
costs that would result if the gas properties and gas busi¬ 
ness, including the sale of merchandise, of Gulf States 
Utilities Company were owned and operated by a separate 
company. Certain items of cost which would change due 
to such a separation are listed on the exhibit, together with 
the effect of each item on the gas company and on the 
Gulf States Utilities Company. The figures shown are on 
a monthly basis and it will be seen that the total increased 
cost to the gas company due to such operation would be 
$3,502 per month and the total increased cost to the Gulf 
States Utilities Company would be $4,371 per month. On 
an annual basis these figures would be $42,024 for the gas 
company and $52,452 for the Gulf States Utilities Company, 
or a total of $94,476. It will be noted that the exhibit con¬ 
tains supporting sheets as to each item mentioned thereon 
and I will discuss each item as it appears on the exhibit. 
[R. p. 3943] Schedule A is a detail of the additional costs 
to the gas company and to Gulf States Utilities Company 
growing out of executives’ salaries and supervisory ser¬ 
vices. This item is based on the assumption that the ser¬ 
vices now secured from the mutual service company are no 
longer available and that the Gulf States Utilities Company 
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has secured similar services under a contract from some 
service organization such as Stone & "Webster Service Cor¬ 
poration. For purposes of this comparison, I have used the 
charges set out in the Stone & Webster contract form to 
determine the costs of such services for both the Gulf States 
Utilities Company and for the independent gas company. 
The monthly cost to the gas company of this service is 
$1,048.39, based on annual revenues of the Gulf States Gas 
Department for the year ending December 31, 1940, and 
assumes $2,000,000 of investment in the new company. To 
this has been added the cost of two executives that will be 
required: one, a president, at $S,000 per year, and the other 
a secretary-treasurer at $5,000 per year, the monthly sala¬ 
ries of these two men being $1,083.33. The total cost of 
supervisory fees and officers is therefore $2,131.72 monthly 
to the independent gas company. The Gas Department now 
pays $796.26 per month for its portion of the salaries of the 
local executives. If the entire company, both gas and elec¬ 
tric, employed Stone & Webster Service Corporation, the 
Gas Department’s share of that fee would be $726.46 per 
[K.; p. 3944] month. Adding these last two items together 
gives a figure of $1,522.72, which is $609 less than the 
$2,131.72 I just mentioned as the cost for these items for an 
independent gas company. This sheet also shows that the 
increase to the Gulf States Utilities Company would be 
$1,131.59 monthly. This figure is made up of the $796.26 now 
being paid by the Gas Department for its share of the sala¬ 
ries of local executives and $335.33 representing the differ¬ 
ence between the amount the Electric and other departments 
would pay Stone & Webster Service Corporation alone and 
the portion assignable to these departments of a Stone & 
Webster fee for Gulf States Utilities Company as presently 
operated. 

Schedule B shows the effect of the separation of the 
Gas Department from the Gulf States Utilities Company 
and the effect on the independent gas company arising from 
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the salaries of joint employees other than executives. There 
are 200 joint employees doing work for the Gas Depart¬ 
ment along with other departments of the Gulf States Utili¬ 
ties Company. These employees, their salaries, and the 
amount charged to the Gas Department in the month of 
July, 1941, are shown on the schedule. This organization 
was analyzed in the light of the Gas Department having 
been eliminated from the company’s operations and it was 
found that IS employees could be dropped from the pay 
roll of Gulf States Utilities Company. The continued cost 
to the Gulf States Utilities [R. p. 3945] Company which 
would have to be absorbed by other departments is equiva¬ 
lent to the amount now charged to the Gas Department for 
all joint employees, less the salaries of the employees which 
could be dropped from the pay roll. This figure is $1,940.23. 
It is estimated that 45 employees would be needed by the 
gas company to carry on the operations now’ performed by 
joint employees of the Gulf States Utilities Company. From 
the schedule it will be noted that the monthly pay roll for 
the 45 employees to be employed by the independent gas 
company will be $5,460, from which has been deducted the 
amount that the Gas Department of Gulf States Utilities 
Company has been paying for joint employees in the amount 
of $4,260.23, wfith a net increase to the independent gas 
company of $1,199.77. In making the study that I am dis¬ 
cussing it was necessary to determine the organization re¬ 
quired to operate an independent gas company. This matter 
was discussed with Mr. D. C. Barnes, Mr. T. P. Walker, 
President of Gulf States Utilities Company, and with Mr. 
H. C. Leonard, Vice-President of Gulf States Utilities Com¬ 
pany, and many other department heads of the Company 
to determine the number and type of employees necessary. 
The question of salaries to be paid these men was given 
deep thought by all of those I have mentioned and they 
have all agreed with me that the salaries mentioned are 
conservative. It doesn’t seem to me necessary to describe 
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the duties of the president and secretary-treasurer. [R. p. 
3946] I will, however, discuss briefly the duties of the em¬ 
ployees listed on this schedule. 

Of course you will understand that an analysis was 
also required to determine what employees could be dis¬ 
pensed with by Gulf States Utilities Company should the 
separation take place, and the results of this study are 
shown on the schedule. The conclusions expressed in 
that study have also been discussed with the individuals I 
mentioned and they are in complete agreement with those 
conclusions. 

Supervisor customers’ accounting and credits, one. 
This employee would be responsible for all matters per¬ 
taining to meter reading, rendering of customers’ bills, 
collections, posting of cash, approving credits, and cus¬ 
tomer contacts. 

Billing clerk and combination billing clerk and eomp- 
tqmeter operator, two. These two employees would machine 
bill and prove bills to all customers for gas service and 
merchandise. 

Bookkeepers, two. These employees would break down 
earnings, cycle balance customers’ accounts, and post cash. 

, Cashiers, two. These employees would receive payment 
for customers’ bills and prepare daily bank deposits. They 
would also summarize daily collections and maintain petty 
cash fund. 

Stenographer, one. This employee would do all steno¬ 
graphic work of the Customer Accounting, Credit and Col¬ 
lection [R. p. 3947] Departments. 

Clerks, five. Four of these employees would write ap¬ 
plications for service, handle duplicate bills, complaints, 
and accept deposits and make refunds, and the other clerk 
would handle the stencil and addressing machines. 

Meter readers, three. These employees would read all 
meters in service. 


701 


3. V. Faber—Direct Examination (Cont.) 

Gulf States Gas System (Cont’d) 

Collector, one. This employee would collect delinquent 
accounts at the customers, homes or places of business. 

Sales manager, one. This employee would be in charge 
of all company sales activities, including extensions of ser¬ 
vice to new customers, and the preparation and supervi¬ 
sion of all sales campaigns. 

Commercial and industrial salesman, one. This em¬ 
ployee would take care of questions pertaining to large 
commercial and industrial customers and securing new busi¬ 
ness from customers of this type. He would also take care 
of extending the company’s service to new territory when¬ 
ever possible. 

Floor salesman, one. This employee would call atten¬ 
tion to merchandise and sell appliances to individuals call¬ 
ing at the company office. 

Sales clerk and stenographer, two. These employees 
would type all necessary matter for the sales department, 
file and distribute sales material and catalogs and keep the 
miscellaneous records incident to sales campaigns, and 
relieve the [R. p. 3948] floor salesman. 

Outside salesmen, five. These employees would solicit 
purchases of merchandise and make the necessary contacts 
to keep the merchandise sold in allotted territories. They 
would also solicit prospective customers for gas service in 
these territories. 

Delivery man and porter, one. This employee would 
deliver merchandise and do general janitor work. 

Demonstrator, one. This employee would demonstrate 
gas appliances, conduct cooking schools, and follow up sales 
to instruct purchasers in use of the appliance in order to 
obtain the best results in operation and economy. 

Chief clerk, one. Under the supervision of the treasurer 
this employee would coordinate the accounting activities 
of the company, and, together with his assistants, prepare 
the many Federal, State, parish, and municipal reports and 
tax returns, maintain general insurance coverage, records 
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pertaining to employees’ group insurance, and confidential 
pay roll data. 

General clerk, one. The duties of this employee would 
be maintaining top books of the company, preparation of 
monthly financial and operating reports, classification to 
proper revenue and expense accounts of all receipts and 
disbursements, construction records, social security records 
other than confidential data, assisted whenever necessary 
by the [R. p. 3949] utility clerks. 

Utility clerks, four. These four employees would be 
responsible for vouchering, recording cash receipts and 
disbursements, operating pay roll work, merchandise and 
general supply records, commission payments to salesmen 
and subsidiary records. 

Stenographer, one. This employee would be secretary 
to executives, maintain the general contract file and type 
confidential data and also do stenographic work for the 
general accounting department. 

'Telephone operator, one. This employee’s duties would 
consist of the operation of the telephone switchboard, the 
preparation of customers’ bills for mailing, and the rout¬ 
ing of incoming mail. 

'Combination telephone operator and clerk, one. This 
employee would act as relief switchboard operator and 
when not acting in this capacity, would assist the account¬ 
ing department stenographer. 

1 Purchasing and stores’ employees, four. This group of 
employees consists of the purchasing agent, stenographer, 
storekeeper, and assistant storekeeper, whose duties would 
be to make all company purchases, do all stenographic 
work and filing in connection with same, receive and issue 
materials and supplies and maintain proper storage. 

Auto mechanics, two: car washer and janitor, one. 
These [R. p. 3950] employees would maintain in good oper¬ 
ating condition the automotive equipment of the company, 
and the janitor would also act as porter in the new building. 
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[R. p. 3951] Schedule C shows that the amount of rents 
now assigned to the Gas Department is $197.85. It is esti¬ 
mated that under independent operation the gas company 
would need approximately 5,300 square feet of space for 
its office and display room. This could be secured in Baton 
Rouge, together with air-conditioning, heating and light¬ 
ing, for $550 monthly based on a proposal concerning a 
suitable location on Florida Street. The estimated cost of 
equipping this office with the necessary partitions, signs, 
and so forth, for use by the gas company is $5,000, which 
amortized over 10 years amounts to $41.67 per month, mak¬ 
ing the total cost of the rented office $591.67 monthly. The 
difference between this figure and the amount now charged 
to the Gas Department is $393.82, which represents the 
increased cost to the Gas Company under independent 
operation. As the Gulf States Utilities Company would 
continue to rent its present office building, the whole amount 
now assigned to the Gas Department, or $197.S5, would 
continue as an expense to the Gulf States Company. 

Schedule D shows the effect of the separation on costs 
pertaining to joint buildings, and joint use equipment. The 
independent company would build a new service building 
and invest in equipment at a total cost of $95,000. The 
schedule shows the estimated taxes, depreciation, and inter¬ 
est on the investment in the new building and equipment. 
The aggregate of these items is $930.01 a month and this 
compared with the [R. p. 3952] present amount being 
charged to the Gas Department is $524.52 more than that 
figure. The Gulf States Utilities Company, since the joint 
use buildings will be vacated and the joint use equipment 
left with it, will suffer increased costs due to these two 
items of $405.49. 

Schedule E shows a detail of increased costs arising 
from maintenance of general structures and equipment. 
For the purposes of this estimate we have considered 1.5 
percent on $S0,000, which represents the estimated con- 
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struttion cost of a service building and warehouse includ¬ 
ing land which the Gas Department would need if operated 
independently. Land has been included because of mainte¬ 
nance of driveways, spur tracks, fences and so forth. 
Maintenance of office equipment, and so forth, has been 
estimated at $25 monthly, or a total expense of $125 for 
the independent gas company. The amount now assigned 
to the Gas Department for this item is $113 monthly, and 
the increased cost to the Gas Company would be $12 per 
month. The amount presently assigned to the Gas Depart¬ 
ment for this item, or $113 monthly, would continue as an 
expense to Gulf States Utilities Company. 

Schedule F shows a detail of certain taxes which would 
be affected by the separation of the Gas Department from 
the Gulf States Utilities Company. The total increased 
cost to the gas company for these taxes is $122.41 per month, 
and $97.61 represents the increased cost to Gulf States Util¬ 
ities Company. 

[K. p. 3953] Schedule G outlines the cost of additional 
automobiles which would be needed by an independent 
gas company. It is assumed that if the Gas Department is 
separated from the company the automobiles which are 
now assigned to that department would be sold to the in¬ 
dependent company, and that no reduction could be made 
in the number of automobiles presently being used for joint 
operation of the Gas Department along with other depart¬ 
ments of the Company. It is estimated that six additional 
automobiles would be needed by the gas company for 
executives, salesmen, deliverymen and general use, inas¬ 
much as joint transportation facilities are now used for 
these operations. These six cars should cost approximately 
$50 monthly for operation and depreciation excluding pay 
roll, making a total of $300 per month. The amount now 
assigned to the Gas Department for use of joint automobiles 
is $271 excluding pay roll, resulting in an increased cost 
under independent operation of $29 per month to the new 
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gas company. If the Gas Department were separated 
from the Company, some reduction in expense from joint 
automotive facilities would result, due to fewer miles 
traveled by these cars, and it is estimated that of the $271 
now charged to the Gas Department about $175 would 
continue as an expense to the Gulf States Company. 

Schedule H touches on advertising. It was estimated 
after studying the Company’s advertising program that the 
requirement for an independent gas company for this item 
would be not [R. p. 3954] less than $300 per month, which 
is about $9S per month more than is now being charged 
to the Gas Department. The separation of the Gas De¬ 
partment from the Gulf States Utilities Company would 
create a new company in the community, and while for a 
time it may reap some benefit from the advertising of Gulf 
States Utilities Company because of its previous associa¬ 
tion, it would necessarily have to gradually establish itself 
in the community as a separate company, and to do this it 
would require more advertising than has been necessary 
under the combined situation. If the gas department were 
separated from the Company no reduction could be made 
in the amount of general advertising now included in the 
Company’s program. Discontinuance of gas merchandise 
advertising would, however, reduce the total advertising 
appropriation and it is estimated that the increased cost to 
Gulf States Utilities Company resulting from the separation 
would amount to $72 per month. 

Schedule I deals with donations. In the year 1940 ap¬ 
proximately $630 was allocable to the gas department for 
donations in the Baton Rouge territory. It is estimated 
that there would be $1,500 annually expended by the inde¬ 
pendent gas company for donations and the difference be¬ 
tween what has been allocated and the new figure, or $72.50 
per month, will be the additional cost to the independent gas 
company. It is believed that the donations of the Gulf 
States Utilities Company might be reduced about $500 
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annually if the separation were made and [R. p. 3955] 
the estimate in this connection is $10.S3 per month in¬ 
creased cost to Gulf States Utilities Company. 

Schedule J has to do with legal expenses. The Company 
pays for this service on a retainer basis, and it is believed 
that the retainer could not be reduced if the gas activities 
were separated. The gas department now pays $SS a 
month for this service, which would have to be assumed 
by the other departments. On the other hand it is esti¬ 
mated that the new gas company would pay $166.67 a 
month, which is an increase of $78.67 a month. 

Schedule K gives a detail of the increased cost of post¬ 
age to the independent gas company and to the Gulf States 
Utilities Company. Almost all of the gas customers of the 
Company are also electric customers and these customers 
receive bills covering both gas and electric charges. If the 
gas department were separated from the Gulf States Utili¬ 
ties Company the increased cost of postage would be 
$159.3S to the gas company as shown on this schedule inas¬ 
much as separate bills would then be mailed for gas service 
and for electric service. The amount of $198.62 presently 
being charged to the gas department for postage on bills 
mailed to combination customers, and including miscella¬ 
neous postage now charged to the gas department, would 
largely continue as an expense to Gulf States Utilities Com¬ 
pany and it is estimated that $194.62 would continue as an 
expense to the other departments of the company. 

[R. p. 3956] Schedule L deals with other office supplies and 
expenses. Xo reduction could be made in the number of 
bill forms, reminder notices, and envelopes which are now 
required to be sent to combination gas and electric cus¬ 
tomers, and these items of expense would have to be dupli¬ 
cated if the gas department were operated by an inde¬ 
pendent company. This item amounts to $41.25 monthly 
increased cost to the gas company. There are numerous 
other small items to which no consideration was given. 
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An analysis, however, would undoubtedly indicate some 
increased cost to the gas company and continuing cost to 
Gulf States Utilities Company. 

Schedule M is a detail of the effect of charging the in¬ 
dependent gas company for electric service at the published 
rates of the Company amounting to $1S3 monthly, as com¬ 
pared with $75.48 now assigned to the gas department. 
This will increase the cost to the new company by $107.52 
monthly and will increase net revenues of Gulf States Utili¬ 
ties Company by the same amount. 

Schedule X sets out the additional cost to the Gulf 
States Utilities Company for gas service furnished at the 
published rates of the gas company as compared with the 
costs now assigned to departments other than gas. This 
schedule shows that separation of the gas department from 
the Company’s operations would result in an increased cost 
to the Gulf States Utilities Company for this item in the 
amount of $35.04 monthly, [R. p. 3957] and a corresponding 
increase in net revenues of the independent gas company 
in the same amount. 

Schedule 0 shows the cost to an independent gas com¬ 
pany of suitable telephone facilities for a company this 
size. Monthly rental of such facilities is estimated at 
$141.55, which estimate was furnished by the local tele¬ 
phone company. The amount presently assigned to the 
gas department for this service is $52.0S monthly, the dif¬ 
ference of $89.47 representing an increased cost to the gas 
company. If the gas department were separated from the 
company it might be possible to eliminate two trunk lines 
and eighteen stations now connected to the Company’s 
PBX switchboard. This would result in a reduction in the 
Gulf States Utilities Company’s telephone service charge 
of $35.56 per month which amount subtracted from the 
charges presently assigned to the gas department would 
result in an increased cost to Gulf States Utilities Company 
of $16.52. 
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Q. Mr. Faber, are there any items of cost other than 
those you have mentioned which would be affected if the 
Gas Department of Gulf States Utilities Company were 
operated as an independent company? A. Yes, there are 
quite a number of expenses other than those I have men¬ 
tioned which would be increased by the separation I have 
been discussing. These costs have not been taken into con¬ 
sideration in the analysis which I made because, while 
[R. p. 395S] the increased costs may amount to a consider¬ 
able sum in the aggregate, the individual expenses are not 
particularly large and would be tedious to analyze. Some 
of the miscellaneous costs not considered are insurance, 
employees’ welfare, employees’ expense accounts, automo¬ 
bile parking space, and so forth. You will understand of 
course that in making the analvsis these items and manv 
others were individually considered to determine whether 
any change in expense would result and which direction 
it would take. I have been unable to find any items of ex¬ 
pense which would be smaller under independent operation 
than under joint operation. Another factor which would 
have a bearing on the operation of the gas department as 
an independent company is the cost of money. Since the 
new gas company would be much smaller than the Gulf 
States Utilities Company, it is almost certain that the cost 
of money to the new company would be substantially 
higher than that of the Gulf States Utilities Company. This 
item was not taken into consideration, however, because 
the amount of such increase in cost is rather indefinite. 

Q. Mr. Faber, in your opinion as an expert utility ac¬ 
countant, what are the total economies realized from oper¬ 
ating the Gas Department in combination with the electric 
system of Gulf States Utilities Company which will be lost 
if the Gas Department is operated as an independent com¬ 
pany? A. The total economies which will be lost if the Gas 
[R. p. 3959] Department is operated as an independent com¬ 
pany are $94,476 per year. 

• • • • • 



709 


Roy S. Nelson—Direct Examination. 

El Paso Transportation 

[R. p. 2420] ROY S. NELSON, 

a witness called on behalf of the Respondent, being first 
duly sworn was examined and testified as follows: 

Direct Examination 

Q. (By Mr. Tucker) Please state your name, residence 
and occupation. A. Roy S. Nelson; residence address 4700 
Hastings Street, El Paso, Texas; business address Martin 
Building, 213-15 North Stanton Street, El Paso, Texas. I 
am President of El Paso Electric Company (Texas) and 
of El Paso and Juarez Traction Company. 

• • * • • 

[R. p. 2423] Q. (By Mr. Tucker) Will you briefly describe 
your educational background and business experience as 
an engineer and utility operator? A. I was graduated 
from Williamson Free School of Mechanical Trades in 
1915 as an operating engineer. 

Q. Is that Williamson Free School of Mechanical Trades 
in Pennsylvania? A. Yes, at Williamson, Pennsylvania. 

Q. Go ahead. A. Immediately after graduation I en¬ 
tered the employ of Blackstone Valley Gas and Electric 
Company as switchboard operator and office engineer. In 
the spring of 1917 I was transferred by Stone & Webster, 
Inc., to Middletown, Connecticut, as power station en¬ 
gineer, and after working in this capacity for several 
months, was again transferred to Ponce, Puerto Rico, as 
power station engineer for Ponce Electric Company. I 
worked first as operating engineer and later as chief power 
station engineer [R. p. 2424] of this company until Decem¬ 
ber of 1921, except for approximately four months spent 
in San Juan, Puerto Rico, in an officers’ training camp and 
as a commissioned army officer until the Armistice of No¬ 
vember, 1918. 
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In December, 1921, I was transferred by Stone & Web¬ 
ster to the Eastern Texas Electric Company, as chief en¬ 
gineer of their power station in Port Arthur, Texas, which 
position I held until June 1923, when I was transferred to 
Kingston, Jamaica, British West Indies, as chief engineer 
of the Jamaica Public Service Company, Ltd.; I was later 
appointed general superintendent of that company, which 
position I held until the spring of 1930, when I was trans¬ 
ferred to Virginia Electric and Power Company in Rich¬ 
mond, Virginia, as general manager of the Electric Depart¬ 
ment of the Richmond Division of that company. 

In the spring of 19311 was transferred to Baton Rouge, 
Louisiana, as President of the Baton Rouge Electric Com¬ 
pany and President of the Louisiana Steam Generating 
Corporation. I held these positions until June of 1936, 
when I was transferred to El Paso, Texas, as President of 
El Paso Electric Company (Texas) and President of El 
Paso and Juarez Traction Company, which positions I 
hold at the present time. 

My duties in El Pasco prior to December 30, 1940, in¬ 
cluded supervision of the operations of the Mesilla Valley 
Electric Company as they were coordinated in the oper¬ 
ations of the El Paso Electric Company system. On De¬ 
cember 30,1940, the [R. p. 2425] properties of Mesilla Val¬ 
iev Electric Company were acquired by El Paso Electric 

Company (Texas). 

# • * • * 

[R. p. 2425] Q. (By Mr. Tucker) Please describe the busi¬ 
ness conducted by the El Paso Electric Company system. 
A. The El Paso Electric Company system is comprised of 
the properties of El Paso Electric Company (Texas) and 
the El Paso and Juarez Traction Company. All of the com¬ 
mon stock of El Paso Electric Company (Texas) and all of 
the capital stock of El Paso and Juarez Traction Company 
are owned by El Paso Electric Company (Delaware). The 
operation of these properties is coordinated under my 
direction. 
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[R. p. 2433] El Paso Electric Company (Texas) owns and 
operates a coordinated street railway and bus transporta¬ 
tion system in [R. p. 2434] the City of El Paso which con¬ 
nects with the street railway system which I have just 
mentioned of the El Paso and Juarez Traction Company 
in Juarez, Mexico, and El Paso Electric Company (Texas) 
also conducts the operations of the El Paso and Juarez 
Traction Company railway system under an operating con¬ 
tract between the two companies. El Paso Electric Com¬ 
pany (Texas) owns and operates the American part of the 
two international toll bridges across the Rio Grande River 
between El Paso and Juarez, and operates under a con¬ 
tract the Mexican part of said bridges which are owned by 
the El Paso and Juarez Traction Company. 

Q. Do you have with you in exhibit form copies of the 
contract between El Paso Electric Company (Texas) and 
El Paso and Juarez Traction Company, which you have 
just mentioned? A. Yes. 

Q. Were these copies prepared under your supervision 
and do you believe them to be accurate? A. Yes. 

Mr. Tucker: I would like to have these marked for 
identification and I offer them in evidence as Engineers’ 
Exhibit No. 129. 

The Examiner: The contract is so admitted. 

(The document referred to was marked as Engineers’ 
Exhibit No. 129 and was received in evidence.) 

# * * # • 

[R. p. 2442] Q. Where does the transportation system 
operate? A. The system operates the entire street rail¬ 
way and bus business in El Paso, Texas; the street rail¬ 
way business in Juarez, Mexico; and two toll bridges across 
the Rio Grande connecting El Paso and Juarez. 

* • • * # 

[R. p. 2452] Q. (By Mr. Tucker) Will you please give us 

the date of incorporation of El Paso Electric Company 
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(Texas) and the purposes for which it was incorporated? 
A. The El Paso Electric Railway Company was incorpo¬ 
rated under the laws of the State of Texas on August 30, 
1901, for the purpose of constructing, acquiring, maintain¬ 
ing and operating street and suburban railways within and 
near the city of El Paso, Texas, for the transportation of 
passengers. The charter was subsequently amended on 
January 26, 1905, to include the supplying and selling of 
electric light and power to the public and municipalities, 
so long as the company used electricity as a motive power 
for the operation of its lines, and to that end to acquire or 
otherwise provide the necessary appliances therefor. 

Subsequently, on June 23, 1925, the name of the corpo¬ 
ration was changed to El Paso Electric Company and is 
commonly referred to as El Paso Electric Company 
(Texas) to distinguish it from the company of the same 
name organized under the laws of Delaware which is its 
parent company. 

Under date of February 26, 1934, the charter was fur¬ 
ther amended so as to give the corporation the power to 
acquire, maintain and operate motor buses for the purpose 
of carrying passengers for hire on the public roads, streets, 
plazas, alleys [R. p. 2453] and highways within the cor¬ 
porate limits of any incorporated cities or towns and on 
the public roads and highways within five miles of the 
corporate limits of any such incorporated cities or towns, 
and the limitations contained in the first amendment to 
the charter on January 26, 1905, permitting the company 
to sell electric light and power only so long as it used elec¬ 
tricity as the motive power for the operation of its street 
railway lines, was stricken out so that, as amended, it had 
power to supply and sell electric light and power to the 
public and municipalities, and to that end to acquire or 
otherwise provide the necessary power and appliances 
therefor, without restriction. 
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Q. Did the El Paso Electric Company (Texas) acquire 
the properties of any other corporation? A. Yes. In 
February 1902 the company acquired the street railway 
property of the El Paso and Juarez Traction Company 
located in the City of El Paso, and also the American por¬ 
tion of the Stanton Street international bridge. It also 
acquired, at this time, the street railway property of the 
Santa Fe Street Railway Company and the American por¬ 
tion of the Santa Fe Street International bridge. 

# # * * • 


ROY S. NELSON 
Further Direct Examination 

[R. p. 2576] Q. (By Mr. Tucker) Mr. Nelson, do you have 
with you in exhibit form a chart showing the organization 
of the El Paso Electric Company system? A. Yes. 

Q. Was this prepared under your supervision? A. Yes. 

Q. Do you believe it to be correct? A. Yes, with the 
exception that about a month ago and after the chart was 
prepared the office of Assistant General Superintendent 
was abolished in the Operating Department of the Trans¬ 
portation System so that at the present time superintend¬ 
ents of each of the operating and bridge sections report 
directly to the General Superintendent of the Transporta¬ 
tion Division. 

Mr. Tucker: I would like to have this marked for 
identi- [R. p. 2577] fication as Engineers’ Exhibit No. 137. 

The Examiner: It may be so marked. 

(The document referred to was marked Engineers 
Exhibit 137 for identification.) 

Q. (By Mr. Tucker) Will you comment on this chart? 
A. It can be noted from the chart that there are five main 
divisions in the El Paso Electric Company system organ¬ 
ization, namely, the electric division, the transportation 
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division, the accounting division, the new business division, 
and the Mesilla Valley division. There is no separate 
organization for El Paso & Juarez Traction Company. 
This company has no employees, all of its work being 
handled by El Paso Electric Company (Texas) under the 
operating contract dated January 3, 1911, Engineers Ex¬ 
hibit 129. All of these divisions are under my supervision 
as president. 

* * * * * 

[R. p. 25S0] Q. Turning your attention now to the trans¬ 
portation division, what are the subdivisions of this divi¬ 
sion? A. The transportation division consists of the track 
and overhead department, mechanical department, claim 
department and operating department. 

Q. What is the personnel of the track and overhead 
department, and its principal functions? A. The personnel 
of the track and overhead department varies from day to 
day. This department is in charge of a superintendent who 
is not only responsible for the maintenance of the street 
railway track and overhead, but also supervises crews of 
unskilled workmen engaged on new construction [R. p. 
25S1] or maintenance work of various kinds on different 
properties of the system. 

Q. Describe briefly the personnel and functions of the 
mechanical department. A. The mechanical department is 
divided into the railway section and bus section. The fore¬ 
man of the railway section is responsible for maintenance 
and repair work to all street railway rolling stock, and the 
foreman of the bus section is likewise responsible for the 
maintenance of all bus equipment. 

The mechanical department is in charge of a superin¬ 
tendent with a personnel consisting of approximately 
thirty-five employees, made up of the foreman of the rail¬ 
way section, and necessary machinists, carpenters, painters 
and their respective helpers, and the foreman of the bus 
section with his bus mechanics and helpers. 
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Q. You also mentioned the claim department. Does this 
department handle merely transportation claims? A. No. 
In the claim department we have a claim agent and an 
assistant claim agent who is also the svstem safety engi- 
neer. These two men are experienced in claim, accident 
and safety work, and they handle this type of work for the 
entire system. 

Q. Describe briefly the operating department. A. The 
operating department of the transportation [R. p. 2582] 
division is in charge of the superintendent, with other per¬ 
sonnel consisting of approximately 125 men. This depart¬ 
ment is composed of an operating section responsible for 
the scheduling and daily operations of all transportation 
equipment, including street cars and buses. The bridge 
operating section, responsible for toll collections and gen¬ 
eral operations of the two International bridges of the 
system is in charge of a bridge superintendent who reports 
directly to the General Superintendent. 

# * • * • 

[R. p. 25S6] Q. Will you please comment on the joint use 
of personnel between the electric and transportation divi¬ 
sions? A. Much of the operating and maintenance work of 
the electric and transportation divisions is quite similar, 
and it is logical that in the interests of efficient operation 
important joint use of personnel can be made from time to 
time as well as joint use of equipment, such as distribution 
line trucks and railway overhead maintenance trucks. 

The transportation division truck and overhead mainte¬ 
nance foreman, with his crews of unskilled laborers, does 
a great deal of maintenance and repair work to roads, build¬ 
ings and other property of the electric division. In this 
way, not only the best interests of efficient operation are 
served, but a diversity of available work results, and by 
the joint use of personnel and the proper scheduling of 
work which it is not absolutely necessary to do at any par- 
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Q. Was this prepared under your supervision and do 
you believe it to be correct? A. Yes. 

[R. p. 2933] Mr. Tucker: I would like to have this income 
statement marked for identification as Engineers’ Exhibit 
No. 176 and to offer it in evidence. 

The Examiner: Let it come in as Engineers’ Exhibit 
No. 176. 

i (Engineers’ Exhibit No. 176 was received in evidence.) 


Q. (By Mr. Tucker) Referring to this last exhibit, please 
state the balance shown thereon for each of the electric and 
transportation departments for the year 1940 before inter¬ 
est and amortization and give us the amount of increase or 
decrease of each of such balances as compared with the 
amounts shown for 1940 on Engineers’ Exhibit 175, being 
the breakdown of earnings as per books. A. The balance 
shown on this statement as per books—Engineers’ Exhibit 
175—for the electric department for the year 1940 was 
$919,534.03. The balance as per the revised statement is 
$918,679.51, a decrease under the balance shown in the state¬ 
ment before revision of $854.52. The balance shown on this 
statement as per books—Engineers’ Exhibit 175—for the 
transportation department for the year 1940 was $77,797.59. 
The balance as per the revised statement is $81,975.26, an 
increase over the balance shown in the statement before 
revision of $4,177.67. 


[R. p. 2935] Q. Mr. Yetman, will you please give us the 
amount at which the total transportation property of El 
Pago Electric Company (Texas) and El Paso and Juarez 
Traction Company, including bus, rail and bridge, was car¬ 
ried on the books at December 31,1940? A. The book value 
of that property was $2,423,651. 

Q. Will you now give us as of December 31, 1940, the 
breakdown of this amount as between the street railway 
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property, the bus property, and the bridge property, divid¬ 
ing this amount between the property in Texas and that 
belonging to the El Paso and Juarez Traction Company 
in Mexico? A. The total book value of the street railway 
property [R. p. 2936] of the El Paso Electric Company in 
El Paso, excluding the American halves of the two inter¬ 
national bridges, is $1,519,449. The book value of its inter¬ 
est in the two bridges is $169,510. The book value of the 
property of the bus department of the El Paso Electric 
Company in El Paso is $295,906. The book value of the 
street railway property of the El Paso and Juarez Traction 
Company in Juarez, Mexico, is $269,276. The book value of 
its interest in the two bridges is $169,510. 

• • * • • 

[R. p. 2995] R. S. NELSON 

Further Direct Examination 

[R. p. 2996] Q. (By Mr. Tucker) Mr. Nelson, you have pre¬ 
viously testified in these proceedings, have you not? A. 
Yes. 

Q. Please briefly describe the early history of local trans¬ 
portation facilities in El Paso. A. El Paso, Texas, and 
Juarez, Mexico, are two adjacent cities, the one in the 
United States and the other in Mexico, being separated only 
by the Rio Grande River. 

Mr. Fischgrund: Mr. Nelson, may I inquire as to 
whether this prepared statement, from which you are read¬ 
ing, was prepared in the same fashion that the previous 
prepared questions and answers were prepared? 

The Witness: Yes, it was. 

Mr. Fischgrund: Thank you. 

Q. (By Mr. Tucker) Go ahead, Mr. Nelson. A. During 
the earlier years, prior to 1880, no means of transportation 
existed in either community, likewise no means of crossing 
between Mexico and the United States, other than a ferry 
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which, due to the irregular flow of the river, was of little 
public use. In 1882 the first transportation [R. p. 2997] 
charter was granted by the City of El Paso to the El Paso 
Street Railroad Company to operate a mule-drawn street 
car system. In the same year a bridge was built across the 
Rio Grande River at Stanton Street, and in 1SS7 another 
company, the Santa Fe Street Railway Company, was char¬ 
tered to operate a mule-car system from downtown El Paso 
to the end of Santa Fe Street where a new bridge was to be 
constructed, to connect with another mule-car system oper¬ 
ated under foreign charter in the town of Paso del Norte on 
the Mexican side. Official records show that the Mexican 
town continued to be known as “Paso del Norte’’ until 
about 1S90, when it was changed to “Juarez.” 

For the next 10 years, or until 1900, the four companies, 
two in El Paso and two in Juarez, operated with little indi¬ 
cation of progress and development. 

In 1900 the El Paso and Juarez Traction Company pur¬ 
chased the rights and equipment of the two Mexican railway 
companies operating in Juarez and the El Paso Street Rail¬ 
road Company in El Paso, and in so doing acquired the 
Stanton Street bridge and the Mexican half of the Santa Fe 
Street bridge over the Rio Grande River between El Paso 
and Juarez. This company continued in operation, both in 
El Paso and Juarez, until 1902, when the El Paso Electric 
Railway Company was granted a permit to do business 
within the city of El Paso. 

In February 1902 the El Paso Electric Railway Company 
[R. p. 2998] acquired the street railway property of the 
El Paso and Juarez Traction Company located in the city 
of El Paso and also the American portion of the Stanton 
Street international bridge. It also acquired at this time 
the street railway property of the Santa Fe Street Railway 
Company and the American portion of the Santa Fe Street 
international bridge. 
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The El Paso and Juarez Traction Company continued 
the street railway operations in Mexico. 

Q. Do you have with you in exhibit form a map showing 
the early transportation system? A. Yes. 

Q. Does this map accurately portray this early system? 
A. According to our records it does. 

Mr. Tucker: I would like to have this map marked as 
Engineers ’ Exhibit No. 17S and received in evidence. 

The Examiner: All right, it is admitted in evidence as 
Engineers’ Exhibit No. 178. 

(Engineers’ Exhibit No. 178 -was received in evidence.) 

Q. (By Mr. Tucker) Will you describe briefly this map? 
A. This map shows the old mule-car transportation system 
as it existed just prior to 1902. The transportation facili¬ 
ties were quite limited, and served only the center of El 
Paso and Juarez with the exception of a residential line 
[R. p. 2999] which also provided transportation to an out¬ 
lying park. No transportation was furnished to the scat¬ 
tered residential districts throughout the city. 

While the map of El Paso does not include a district 
showing the city of Juarez on the south side of the river, 
the transportation system involved only one route which 
was a loop through the main part of Juarez connecting with 
the transportation loop through the main part of El Paso. 

Q. Will you now give a brief history of the transporta¬ 
tion facilities in El Paso and Juarez from the vear 1902? 
A. When the El Paso Electric Railway Company took over 
the street railway operations in El Paso, it was faced with 
the major program of replacing the mule-car system with 
an electric railway system. This, of course, necessitated 
heavier street car equipment, and also the placement of 
street car tracks and the installation of electric distribu¬ 
tion and trolley overhead system. On January 11, 1902, 
electric street cars began operation. The system rapidly 
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expanded to meet the increased population and extending 
residential districts. 

Q. Do you have with you in exhibit form a map show¬ 
ing the electric railway routes in 1905? A. Yes. 

Q. Does this map portray accurately this early system? 
A. Yes. 

[R. p. 3000] Mr. Tucker: I offer this map in evidence as 
Engineers’ Exhibit No. 179. 

The Examiner: Let it come in under that number. 

(Engineers’ Exhibit No. 179 was received in evidence.) 

Q. (By Mr. Tucker) Will you briefly describe this map? 
A. This map shows the electric railway routes in the city 
of El Paso, Texas, and the city of Juarez, Mexico, after the 
electric street car system had been established in 1902. The 
map contains the location of the street car routes as they 
were operated in the year 1905. It will be noted that the 
lines fully cover the business districts, and also a substan¬ 
tial portion of the residential district as shown on the map. 
As was the case in the old mule-drawn days, the street car 
line included a loop between the city of El Paso and the city 
of Juarez. In addition to the Juarez loop, a short feeder 
line had been extended in the residential district in Juarez. 
One street car route replaced an old mule-drawn car route 
serving a residential district and amusement park located 
in the eastern part of El Paso. 

One street car route extended through the northern resi¬ 
dential section of the city serving a then-outlying district. 

In order to provide transportation facilities for the 
old Fort Bliss Military Reservation, and the smelter works 
[R. p. 3001] located northwest of El Paso, a long street car 
line had been constructed and was part of the main trans¬ 
portation system. 

Q. Will you continue your description of the transporta¬ 
tion facilities after the year 1905? A. During the succeed- 
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ing ten years real estate development proceeded at a rapid 
rate in many instances following rather than preceding the 
extension of car lines. 

Increased suburban building resulted in the construc¬ 
tion of approximately 12 miles of interurban line in 1913. 
It was during this period that Fort Bliss developed into a 
post of considerable importance. The military expedition 
into Mexico in 1916, and the World War definitely estab¬ 
lished Fort Bliss as a military post of first rank. As a re¬ 
sult, in the period from 1915 to 1920, the transportation 
system underwent considerable expansion, reaching its peak 
in 1920. 

Q. Do you have with you in exhibit form a map showing 
the transportation system as it existed in the year 1925 ? A. 
Yes. 

Q. Does this map portray accurately the transportation 
system in 1925 ? A. Yes. 

Mr. Tucker: I offer this map in evidence as Engineers’ 
Exhibit No. 180. 

The Examiner: It is admitted in evidence. 

[K. p. 3002] (Engineers’ Exhibit No. ISO was received in 
evidence.) 

Q. (By Mr. Tucker) Will you describe briefly this map? 
A. This map shows the various routes of street car and inter- 
urban lines in the year 1925. It will be noted that the city 
of El Paso at that time covered a much larger district than 
it did in the early days as shown hv the maps already in 
evidence. The transportation facilities, in order to prop¬ 
erly serve the city and the outlying residential districts, had 
been expanded to cover a major portion of the city. In 
order to establish routes in the years after 1902 and up 
through 1905, additional car lines served the residential 
and commercial districts located in the southern part of the 
city, and a number had been developed in the residential 
districts in the northwest and northeast parts. 
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The map shows the street car line serving the United 
States Cavalry Reservation at Fort Bliss. Also, shown in 
the eastern section of the city is an interurban line running 
toward the town of Ysleta, located a few miles east of El 
Paso. 

Q. Will you please give a brief statement concerning the 
general trend of transportation in El Paso between 1925 and 
1940 ? A. Until shortly before 1925 street car transportation 
[B. p. 3003] had very little competition in El Paso. How¬ 
ever, in the succeeding years the private automobile in all 
its forms has become a serious competitor and changes in 
both method of operation and style of equipment have been 
necessary in order to retain public support of the trans¬ 
portation system. 

When the “Jitney” made its appearance and operated 
along street car routes just prior to 1925, it caused great 
loss of revenue by picking up passengers ahead of street 
cars. The Jitneys paid little attention to any fixed routes, 
and no pretense was made toward liability protection for 
passengers. During periods of the day when riding fell off, 
Jitney operations were suspended. Over a year was re¬ 
quired before public officials became sufficiently concerned to 
remedy this chaotic condition by appropriate regulatory 
ordinances. 

Q. Does the city of El Paso contain any peculiarities of 
layout which create unusual problems in mass transporta¬ 
tion? A. A glance at a map of the city of El Paso reveals 
the peculiar location of the business district, which results 
in its being hemmed in on one side by the Rio Grande River, 
permitting expansion of its residential development in only 
one general direction. Even then, a portion of the available 
district is bisected by a mountain range. All of this makes 
for long transportation hauls and practically precludes [R. 
p. 3004] any cross-town routing of street cars, so desirable 
for a flexible transportation system. 

Q. Do you have with you in exhibit form a map show¬ 
ing the existing bus and street car routes as of 1940 ? A. Yes. 
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Q. Does this map portray accurately the system as it 
exists at the present time? A. Yes, as to established perma¬ 
nent bus and street car routes. However, the map does not 
show any of the shuttle bus routes established within the 
past few months on a temporary basis to supply inter¬ 
mittent services as required for soldiers and workmen at 
Fort Bliss. 

Mr. Tucker: I now offer this map in evidence as Engi¬ 
neers ’ Exhibit Xo. 181. 

The Examiner: It is so admitted in evidence. 

(Engineers’ Exhibit Xo. 181 was received in evidence.) 

Q. (By Mr. Tucker) Will you please describe this map? 

A. The dotted red lines on the map indicate street car routes 
and the solid red lines on the map indicate bus routes. It 
will be noted that since 1925 a number of bus routes have 
taken the place of previously existing street car routes, 
which were shown on the map, Engineers’ Exhibit 180, 
showing the transportation system in 1925. It can be [R. 
p. 3005] seen from the map that El Paso now has more 
outlying residential districts, and that the transportation 
system has been enlarged somewhat to serve them. Among 
the more important additions shown on the map is the bus * 
line serving Fort Bliss, which is in addition to the previ¬ 
ously existing street car line. At the present time also and 
not shown on the map, shuttle bus services operate from 
cantonment areas which have been established at Logan 
Heights and Biggs Field, which are located north and north¬ 
east of Fort Bliss, connecting with our permanent Fort Bliss 
street car line service. In addition to this, a similar shuttle 
service not shown on the map provides transportation be- 
tweent another new cantonment area known as South Fort 
Bliss, and our permanent park car line. 

It will also be noted that the street car line, as well as 
bus operation extending to the town of Ysleta, is not indi¬ 
cated on the map as this interurban line had been aban- 
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doned. The map shows some minor changes in routing of 
bus lines as compared to previous routing of street car 
lines, and these changes of bus routes were made to better 
serve the districts involved. In all instances, changes in 
routing when busses were substituted for street cars were 
made only after our transportation personnel had conferred 
with city engineers and city planning representatives and 
alwavs with the consent bv resolution or ordinance of the 

I » * 

city [R. p. 3006] authorities. 

Q. Do you have with you in exhibit form a chart show¬ 
ing the miles of track at various periods from 1902 to 1940 
and the miles of bus route from 1925 to 1940? A. Yes. 

Q. Was this prepared under your supervision? A. Yes. 

Q. Do you believe it to be correct? A. Yes. 

Mr. Tucker: I now offer this chart in evidence as Engi¬ 
neers’ Exhibit Xo. 182. 

The Examiner: Let the chart come in under that exhibit 
number. 

(Engineers’ Exhibit Xo. 182 was received in evidence.) 

Mr. Fischgrund: Off the record, please. 

(Discussion off the record.) 

Q. (By Mr. Tucker) What does the chart show? A. This 
chart shows the number of miles of railway track by 5-year 
periods from 1905 through 1935. It also shows the miles 
of track in the year 1902 and at the end of the year 1939, as 
well as the number of miles in January 1940, to reflect the 
conversion of an additional car line to busses on January 1. 
From the chart can be seen the rise of street [R. p. 3007] 
railway operation from 1902 to 1920 when the total number 
of miles of track reached its peak. From 1920 through 1939 
it will be noted that there is a gradual decrease of the 
number of miles of street railway track to 18 miles. The 
curve also shows the miles of bus routes beginning just after 
the year 1925 through the year 1939, as well as the number 
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of miles of route in January 1940, to reflect the latest addi¬ 
tion to the bus system. This shows that miles of bus route 
have increased from the beginning in 1926 to approximately 
33 as of January 1940, so that there are now more miles 
of bus route operated than there are miles of street railway. 

As a result of the great increase in transportation re¬ 
quirements last fall because of the national defense pro¬ 
gram, it was necessary to make substantial increases in the 
services on various permanent street car and bus routes as 
well as to establish shuttle bus services on a very flexible 
basis in and around the Post, as has already been men¬ 
tioned. However, this has not resulted in our increasing 
any railway track mileage or extending any permanent bus 
routes. 

Q. Now, Mr. Nelson, referring to Exhibit No. 182,— 
that is Engineers’ Exhibit No. 182,—does that chart com¬ 
prehend all of the railways and the busses w’hich are owned 
and are operated by El Paso Electric Company (Texas) and 
El Paso and Juarez Traction Company? A. Yes, it does. 

[R. p. 3008] Q. Do you have with you in exhibit form a chart 
showing cars and busses owned from year 1905 to 1940? 
A. Yes. 

Q. Was this prepared under your supervision? A. Yes. 

Q. Do you believe it to be correct? A. Yes. 

Mr. Tucker: At this time, I desire to offer the chart in 
evidence as Engineers’ Exhibit No. 183. 

The Examiner: It is so admitted. 

(Engineers’ Exhibit No. 1S3 was received in evidence.) 

Q. (By Mr. Tucker) What does the chart show? A. This 
chart shows by 5-vear periods the number of street cars 
operated between the years 1905 and 1940, and also the 
number in the year 1902. The curve indicates the sharp 
rise in the number of pieces of street car equipment between 
the years 1902 and 1920, when street car equipment reached 
a peak. From 1920 to the year 1940 it can be seen from the 
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chart that there was a sharp decrease in the number of 
pieces of street car equipment operated by our system. Also 
shown on the curve are the number of busses operated be¬ 
tween the years 1925 and 1940. 

In 1940 it became necessary to purchase 10 street cars, 
[E. p. 3009] and second-hand units of a satisfactory size 
and type for our needs were secured and after complete 
rehabilitation placed in service to help supply the increased 
transportation requirements resulting from the national 
defense program. At the same time a number of new busses 
w;ere purchased, as shown by the sharp rise in the curve, 
which indicates that as of the end of last year the system 
had 34 street cars and 36 busses in use. At the present time 
the system has 34 street cars and 47 busses in use. 

! Q. And “the system” as you used it on this exhibit, 
Engineers’ Exhibit 183, and in your testimony, relates, 
again, to all of the street car and bus operations that are 
controlled by El Paso Electric Company of Delaware and 
in and around El Paso? A. Yes, it does. 

Q. Will you please state what rate of fare is charged 
on the street cars and busses ? A. The base fare on both the 
street cars and busses within the city limits of El Paso is 
6 cents with universal transfers between all routes and 
types of equipment. The school fares as required by state 
law are one-half fare or 3 cents. There are special fares 
applicable to certain express and shuttle bus services from 
and to Fort Bliss, Biggs Field, and Logan Heights can¬ 
tonment areas. In Juarez the fare is 12 centavos which at 
the present rate of exchange [E. p. 3010] is equivalent to ap¬ 
proximately 2V 2 cents. However, no transfers are given 
between Mexico loop cars and other street cars and busses 
in El Paso unless the passenger has paid the equivalent of 
a full 6-cent American fare. 
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[R. p. 3011] Q. (By Mr. Tucker) Will you please briefly 
describe the construction and operation of the International 
Bridges connecting El Paso, Texas, and Juarez, Mexico ? A. 
Constructed under joint federal authority from the United 
States and from Mexico, the two bridges were built, the 
Stanton Street Bridge in 1882, and the Sante Fe Street 
bridge in 18S9. As originally built, these were wooden struc¬ 
tures supported on piles driven into the river bed. Built 
primarily for street car use, they were originally only wide 
enough to handle street cars and other horse-drawn vehicles. 
Increased vehicular and pedestrian travel later made neces¬ 
sary the widening of the vehicular space and addition of a 
ramp on the side of the bridge for pedestrian use. By 1924 
these bridges became inadequate because of increased traffic 
and an increased number of federal employees of both 
countries for whom it was necessary to provide housing ac¬ 
commodations. Accordingly, the construction of a new rein¬ 
forced concrete bridge at Stanton Street was begun in 1924 
and completed in 1925. Five years later the wooden bridge 
at the foot of Santa Fe Street was also replaced with a steel 
and concrete structure. They were also designed to include 
ample facilities for all branches of government inspection 
service, both in the United States and in Mexico. 

Q. Have you prepared as one exhibit copies of the Acts 
[R. p. 3012] of Congress, with reference to the construc¬ 
tion and operation of the Stanton Street bridge and the 
Santa Fe Street bridge across the Rio Grande to Juarez, 
Mexico? A. Yes. I have copies of such Acts, dated, respec¬ 
tively, July 2S, 1SS2, September 6, 1SS8, January 12, 1924, 
March 15, 1926,, and February 3, 1928. 

Q. Were these copies prepared under your supervision 
and do you believe them to be accurate? A. Yes. 

Mr. Tucker: I offer in evidence the Acts of Congress 
authorizing construction of Stanton and Santa Fe Bridges. 

The Examiner: Those Acts are received as Engineers’ 
Public Service Exhibit No. 184. 
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(The documents referred to were marked Engineers’ 
Exhibit No. 1S4 and received in evidence.) 

Q. (By Mr. Tucker) Under what authority is the opera¬ 
tion of the International Bridges conducted? A. All opera¬ 
tion of bridges is under federal statutes, both in the United 
States and in Mexico, being under the jurisdiction of the 
Secretary of War in the United States and under the Depart¬ 
ment of Communications and Public Works in Mexico. For 
a picture of the Stanton Street bridge, reference is made to 
Plate Xo. 165 in Engineers’ Exhibit 134, already introduced 
in evidence. 

[R. p. 3013] Q. Do you have a picture also of the Santa Fe 
Street bridge? A. Xo, but the Santa Fe Street bridge is of 
practically the same type of construction. The Santa Fe 
Street bridge is located about one-half mile upstream from 
the Stanton Street bridge. 

Q. Please state what tolls are charged on the Interna¬ 
tional Bridges? A. Traffic on the Stanton Street bridge is 
allowed only in the direction from El Paso to Juarez and 
the toll charge for pedestrians is two cents per person. The 
toll charge for passenger automobiles is 10 cents per auto¬ 
mobile and driver, plus two cents additional for each other 
person. There are other toll charges fixed for trucks, 
bicycles, horseback riders, cattle, et cetera. 

Traffic on the Santa Fe bridge for vehicles is allowed 
only in one direction from Juarez to El Paso. Pedestrians 
can move in either direction on this bridge. The toll for 
vehicles is 15 centavos for a car, driver and passenger, or 
the nearest equivalent in current rate of exchange. The 
pedestrian toll charge for traffic originating in Juarez is 
2 centavos Mexican money, or 1^ American money, while the 
toll charge for pedestrian traffic originating in El Paso is 
2^ American money, or its equivalent in Mexican money at 
the current rate of exchange. There are also additional tolls 
for trucks, bicycles, horseback riders, cattle, etc. 
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Q. How is the investment in these two bridges carried 
in relation to the street railway property? A. It is carried 
in the railway plant account,—the El Paso Electric Com¬ 
pany (Texas) owning the American half of each bridge and 
the El Paso and Juarez Traction Company owning the Mexi¬ 
can half of each bridge. 

Q. When did the system first start bus operation? A. 
About 1926 our system began using motor buses to operate 
services required for expanding and developing districts to 
avoid further investment in track construction. This opera¬ 
tion [R. p. 3014] was new and not in substitution for any 
existing service. 

Q. When did the system first start substituting buses 
for street cars? A. The first conversion of an existing car 
line to buses was made in June, 1930, when ihe smelter line 
was abandoned and a number of buses purchased to start 
operation. During 1935 and 1936 with consideration being 
given to track conditions and paving work which would 
soon be needed on various lines, a number of important 
substitutions of buses for street cars were made. 

On January 15, 1937 two street car lines, serving adja¬ 
cent portions of older residential districts, were abandoned 
and one combined bus route substituted, affording a mate¬ 
rial decrease in operating expense, and an improved service 
which found public favor immediately. 

In July, 1937 the Government Hill and the Manhattan 
lines were changed over to buses. These lines were the 
most important ones feeding outlying residential sections 
and, with some desirable revisions of routes which could 
easily be made with the bus service, the public response 
to the change was again good. 

During the following two years with heavy expenditures 
for track maintenance necessar}’ if street car operations 
were to be continued over rather unimportant but long 
routes, additional bus substitutions were made on the Beau¬ 
mont [R. p. 3015] hospital line which serves the United 
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States Army general hospital, on the Mesa line serving a 
residential district, and on the Second Ward line which 
serves a Mexican residental district near the downtown 
business section of El Paso. The development of a housing 
project in this latter district which would have necessitated 
the relocation of a considerable portion of the Second Ward 
line track was a controlling consideration in this substi¬ 
tution. 

iQ. Will you please state what changes were necessary 
to existing shops and buildings to accommodate your buses? 
A. When system bus operations were started in 1926 on a 
small scale, no suitable maintenance garage facilities were 
available and it became necessary to construct a modern bus 
garage in 192S, which was located on transportation prop¬ 
erty near the car barns. This garage was well equipped 
with inspection pits and machine tools as necessary for all 
types of maintenance and repair work. Due to the fact that 
El Paso is far removed from material supply centers, it is 
economical, if not necessary, for our system to have more 
special machine tool equipment for maintenance of bus 
engines and other major overhaul work than would ordi¬ 
narily be required, to the end that a minimum of spare 
parts need be carried for protection in emergency conditions. 

i In addition, this enables us to operate with a minimum 
investment in spare bus units and a high average of approxi¬ 
mately [R. p. 3016] 50,000 miles per year use per unit is 
operated. 

Underground tanks of ample size to accommodate gaso¬ 
line shipments in tank car lots are provided and in connec¬ 
tion with this feature of the transportation operation, the 
electric division is also enabled to secure gasoline for its 
automotive equipment. 

The layout of our bus maintenance garage, yard stor¬ 
age space, and service island with gasoline pumps and com¬ 
pressed air piping, is conveniently arranged and located 
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near the car barns and transportation offices so that our 
bus and street car maintenance work is readily coordinated. 

Photographs showing a part of the exterior and interior 
of the bus garage, the upholstering shop and the paint shop 
have been included in Engineers’ Exhibit 134, which has 
already been introduced in evidence. I refer now to Plates 
Nos. 166,167, and 168, respectively, in this exhibit. 

Q. Do you have with you in exhibit form a chart show¬ 
ing investment of the transportation division? A. Yes. 

Q. Was this prepared under your supervision? A. Yes. 

Q. Do you believe it to be correct? A. Yes. 

Mr. Tucker: At this time I offer in evidence this chart 
as Engineers Public Service Exhibit No. 185. 

[R. p. 3017] The Examiner: It is admitted into evidence 
under that exhibit number. 

(The document referred to was marked Engineers’ 
Exhibit No. 185 and received in evidence.) 

Q. (By Mr. Tucker) What does this chart show? A. This 
chart shows the total investment of the transportation sys¬ 
tem by five-year periods from the date on which electric 
street railway service started in 1902 until December 31, 
1940, including El Paso and Juarez Traction Company. The 
figures shown represent the total investment in all trans¬ 
portation properties of the system including street cars 
and buses, the two international bridges, street car tracks 
and overhead lines, shops, barns, bus lines and all trans¬ 
portation buildings. 

The increased development of the outlying residential 
sections during the period from 1902 to 1915, resulted in the 
rapid expansion of the system. This rapid growth, together 
with the introduction of paving in 1906, which materially 
increased the cost of track construction, raised the total 
investment to approximately two and a half million dollars 
by 1915. 
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i The rate of growth during the succeeding 10 years, while 
not as sharp, nevertheless continued upward, increasing by 
about $1,100,000. This represented new rolling stock, track 
[R. p. 3018] extensions and shop and transportation build¬ 
ings, all added during the period of war activity. This also 
includes 40 light-weight safety cars purchased from 1918 
to 1922, also the new Stanton Street International Bridge, 
the greater part of which construction took place in 1924. 

: Q. Will you please state briefly the principal changes 
occurring since 1925? A. Between 1925 and 1930 an inter- 
urban line to Ysleta was abandoned and written off. This 
rather heavy retirement was only partially offset by the pur¬ 
chase of over $100,000 of new street car equipment, the con¬ 
struction of a new bus garage in 1928 and the new Interna¬ 
tional Bridge at Santa Fe Street in 1929. 

Few changes occurred in the plant figure during the 
succeeding five years; however, in the six years from 1935 
through 1940 a net reduction of approximately $850,000 was 
made in the plant investment. This was the result of the 
program of more rapid replacement of street cars with 
buses, and considering the added investment in new buses 
represents a gross write-off of approximately $1,300,000 
during the period since 1925. 

Q. Please discuss some of the problems that have arisen 
in connection with the substitution of bus service for street 
car service. A. One of the major problems in connection 
with our [R. p. 3019] change-over to bus service was the 
removal of tracks and repair of streets in a manner satis¬ 
factory to the mayor and city council of the city. When 
plaus were being made for the change-over program which 
I have discussed, our system engineers and the management 
conferred with the municipal authorities and a procedure 
was agreed upon which would be mutually satisfactory. 

Where tracks have been removed from paved streets, the 
streets have been re-paved with material similar to the 
existing street, and where unpaved streets have been in- 
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volved, all ties, rails, and other track equipment have been 
completely removed and the roadways levelled and left in 
good condition. 

In some sections, tracks have been removed from un- 
paved right of way adjacent to or in the middle of paved 
streets, and in these cases the entire street is finished with 
paving laid down by our system. 

Throughout the negotiations with the municipal authori¬ 
ties with reference to the specifications as to the treatment 
of different street conditions, there was left to the decision 
of our system engineers the matter of removing tracks or 
resurfacing over them, and the types of materials to be 
used in street repairs. Our system agreed to be respon¬ 
sible for the condition of all street work done, for a period 
of five years from the date of its completion and acceptance 
by the mayor and city council on the recommendation of 
the city [R, p. 3020] engineer. 

Q. Do you have with you photographs showing a section 
of track before and after removal of street car rails? A. 
Yes, such photographs were included in Engineers’ Exhibit 
134, which has already been introduced in evidence. I refer 
now to Plates Nos. 169 and 170 in this exhibit. 

Q. Will you describe briefly what these photographs 
show? A. Plate No. 169 is a photograph showing Yandell 
Boulevard just prior to the removal of the street car tracks 
following abandonment. Plate No. 170 is a photograph 
showing this same street after the rails had been removed 
and the entire track surface paved over. The quality of 
paving which was installed has proven superior to that in 
the adjoining sections of the street not paved by us, with 
the result that auto traffic has a tendency to follow the paved- 
over track section. 

This Boulevard is one of three principal arteries con¬ 
necting the downtown business section of El Paso with im¬ 
portant outlying commercial and residential districts. 
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Q. Will you please discuss briefly the coordination of 
street car and bus operation? A. As bus service has been 
gradually substituted for street car service, there have been 
occasions when very important revisions of routes could be 
made, in some instances a new route being laid out to better 
serve the needs of districts [R. p. 3021] which had developed 
after car lines were located. In addition, these changes have 
resulted in improved coordination of our transportation 
services and have materially reduced the transfer require¬ 
ments resulting in the improvement of traffic conditions. 
No increase was made in fares nor change in any transfer 
privileges in connection with any substitutions. 

Q. In your system, are the operations of the transporta¬ 
tion division and electric division carried on jointly? A. 
Yes. The transportation division and electric division are 
operated jointly. 

iFor example, in the general office, the accounting work 
for both divisions is done. Supervision of the operations 
of both divisions is available from one group of supervisory 
officials. 

There is also a joint use of storeroom facilities and per¬ 
sonnel. Organization advantages are realized because em¬ 
ployees may be transferred between the two divisions as 
changing conditions warrant. 

Q. Will you please comment on the use of electricity 
generated by the electric division for street railway opera¬ 
tions? A. The street railway system is operated on direct 
current that must be supplied by motor generators or con¬ 
verters. 

The operation and maintenance of all railway converter 
equipment is done by the Electric Division personnel and 
all charges allocated to railway expense, eliminating neces¬ 
sity for [R. p. 3022] separate railway personnel. 

Q. Is there any joint use of poles between the electric 
and railway divisions? A. Yes, the railway overhead wires 
are supported on electric poles in many instances and like- 
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wise electric division lines, particularly service wires, are 
supported by railway poles wherever their location makes 
such joint use possible. The transportation division makes 
joint use of underground power ducts. During recent years 
when the electric division underground network system was 
reconstructed, the duct runs were made large enough to ac¬ 
commodate railway cables where this space was required. 
The resulting cost to the transportation division was much 
less than it would have been if necessary provision for this 
had been made independently. 

Q. Is there any other joint use of equipment? A. Yes, a 
certain amount of joint use of system automobiles and 
trucks is practiced. The transportation division maintains 
a truck containing special hoisting equipment operated 
from railway current. This equipment was of material as¬ 
sistance to the electric division during the past seven years, 
in particular in the construction and rehabilitation work 
which has just been completed on its underground distribu¬ 
tion network system in the downtown business district. 

Q. What of the joint use of engineering personnel? A. 
Engineering work of the transportation division is [R. p. 
3023] carried out by the system general engineer and his 
staff. An example of important service as rendered is that 
from time to time occasions arise where electrolysis surveys 
are necessary to determine the cause of and correct damage 
to underground water, gas and telephone mains which may 
be in the vicinity of street railway routes. This is a technical 
subject, requiring engineering study of an expert nature. 
Such work is done by the engineering division for the trans¬ 
portation division. 

Q. Will you say something of the other joint use of per¬ 
sonnel between the electric division and the transportation 
division? A. The overhead and track maintenance crews of 
unskilled laborers are used continuously, as conditions re¬ 
quire in either one of the electric or transportation divi¬ 
sions. The electric division property, including buildings, 



Hoy S. Xelson—Direct Examination (Cont.) 

El Paso Transportation (Cont’d) 

roads, fences, et cetera, are kept in repair economically in 
this way. Also, the claim department renders services to 
both divisions, not only serving in the settlement of claims 
resulting from injuries to persons and damage to equip¬ 
ment, but the system assistant claim agent is also the sys¬ 
tem safety engineer and renders service to both divisions. 

i Q. Will you describe further the work of the safety 
engineer? A. While some effort was made to reduce acci¬ 
dents, injuries and damage costs, it was not until about 
1919, due to [R. p. 3024] shortage of experienced operators 
resulting in rapid increase in number of accidents, that 
these efforts were intensified and various contests among 
employees and between departments were started and other 
rewards for outstanding records in reduction of accidents 
were made, such as picnics, banquets, et cetera. The claim 
department works with the various department heads in 
conducting these contests and gatherings. This safety pro¬ 
gram is considered an important part of all operations on 
the system. 

New operators, after having gone through the prescribed 
training period and having been approved by the instruc¬ 
tors, are routed to the claim department. There they are 
given further instructions in regard to their duties and re¬ 
sponsibilities pertaining to safe operation, traffic regula¬ 
tions and safety rules, stressing the necessity of courtesy 
and service in their relationship with the public as system 
representatives. 

Q. To what extent have the municipal authorities of the 

Citv of El Paso had autlioritv over and controlled the aban- 

% * 

donment of street railway operations and the substitutions 
therefor of buses which you have already described? A. Our 
street railway operations have always been carried on under 
franchises granted by the city council of El Paso. No aban¬ 
donment of street railway lines, therefore, could be made 
without the permission of the city council [R. p. 3025] 
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granted by ordinance; nor, in fact, can buses be operated in 
El Paso without similar consent. Accordingly, each time 
a street railway track has been abandoned and bus service 
substituted or bus service operated over new routes, ordi¬ 
nances have been passed by the city council giving the El 
Paso Electric Company permission to that end. 

Q. Mr. Nelson, will you comment historically on the 
relation between the transportation business and the elec¬ 
tric business of your system? A. The operations of the 
transportation system began prior to 1900 and the electric 
business was not begun until 1905. The initial venture of 
our system was, therefore, the street railway. The street 
railway in El Paso was electrified in 1902. In 1905 the com¬ 
pany went into the electric light and power business through 
the acquisition of the electrical properties and business. 
The use of electricity for power for the operation of the 
street railway and for the supplying of light and power was 
the factor which in those early days brought these two busi¬ 
nesses together. In the beginning, the main business was 
transportation and the electric business was incidental. 
Then the transportation service was the main source of 
revenue, whereas electric service was developmental. 

It was not until 1915 that electric revenues overtook 
those derived from the transportation business. During the 
World War period the revenue from electric business ex¬ 
ceeded [R. p. 3026] that of the transportation. However, 
in 1919 and 1920 the transportation gross revenue was again 
higher than that received from the electric division of the 
system. It was not until after 1920 that the electric portion 
of our system emerged as the more important phase of the 
total system operations. 

Q. Have you with you a chart which traces the history 
of the gross revenues of the street railway department as 
contrasted with those of the electric department ? A. Yes. 

Q. Was this chart prepared under your supervision, and 
do you believe it to be accurate? A. Yes. 
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'Mr. Tucker: I desire to offer in evidence this chart and 
ask to have it marked as Engineers Public Service Exhibit 
No. 186. 

The Examiner: Let it come in under that number. 

(The document referred to was marked Engineers Ex¬ 
hibit No. 1S6 and received in evidence.) 

Q. (By Mr. Tucker) Will you continue your historical 
discussion ? A. Beginning in 1920, the miles of railway track 
in the City of El Paso reached a peak and began gradually 
to decline. At that time there were about 64 miles of track, 
and this decline of mileage has been continued gradually 
until, at the [K. p. 3027] present time, there are only about 
18 miles of equivalent single railway track operated. Be¬ 
ginning in 1927 bus operations were started on certain 
routes in the city to avoid the cost of constructing street 
railway lines and soon after buses began to be operated on 
various routes in the city, in substitution for street railway 
operation. This process of substitution has continued, until 
at the present time there are approximately 33 miles (one- 
half of round trips) of bus routes operated, as against ap¬ 
proximately 18 miles of equivalent single railway track. 

Q. Will you please discuss the trend in claim costs, in 
total amount and with relation to gross earnings during the 
past 20 years ? A. A study of the record of the cost of street 
car and bus accidents in the 20-year period from 1920 to 
1939, inclusive, shows that while the annual number of 
passengers carried was dropping about 50 per cent and the 
annual vehicle miles operated dropping about 72 per cent, 
the total expenditures for operating the claim department, 
including settlements, decreased from $5S,718 to $14,292, or 
approximately 75 per cent. Despite the considerable de¬ 
crease in total annual gross earnings, the ratio of the total 
claims expense to gross dropped from 6.9 per cent in 1920 
to only 2.8 per cent in 1939. 
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The total annual claim expenditures of the electric divi¬ 
sion steadily dropped from $6,405 in 1920 to $3,740 in [R. p. 
3028] 1939, a decrease of approximately 42 per cent, during 
which time the number of employees was steadily increas¬ 
ing. For the volume of claim work which the electric de¬ 
partment has separately, it certainly could not maintain as 
efficient a claim department as the system now maintains. 

Q. Mr. Nelson, will you state how many street railway 

lines or routes as distinguished from bus lines or routes are 

today operating in the Cities of El Paso and Juarez? A. 

There are three such street railwav lines or routes. 

•> 

Q. Will you describe these three railway lines for us? 
A. One is the Fort Bliss line, which runs from downtown 
El Paso to the Fort Bliss Military Reservation; this is ap¬ 
proximately six and one-half miles in length. The second 
line is the Park car line, which runs from downtown El Paso 
almost due east through thickly populated residential and 
commercial Mexican districts to the city limits, passing, 
near the end of the line, an amusement park known as Wash¬ 
ington Park, from which the line gets its name. The length 
of this route is approximately 4^4 miles. The third line is 
the Mexico line, which operates over a loop route from down¬ 
town El Paso across the Rio Grande River into the City of 
Juarez, Mexico, over our Stanton Street bridge, makes a 
loop through Juarez and returns over the Santa Fe Street 
international bridge. The distance from the one end of this 
route in El Paso to the farthest point on the loop in Juarez 
is approximately 3*4 miles. [R. p. 3029] A small branch 
line approximately 2Y> miles long operates from the end of 
the loop line in Juarez to an abandoned race track in that 
city through a sparsely settled residential district. This is 
operated with one small car as a shuttle service from the 
loop to the race track and return. 

Q. Have you made a study, Mr. Nelson, of the street 
railway operations in El Paso and Juarez in order to arrive 
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at a judgment as to how long the street railway operations 
are likely to continue and if so give us the results of such 
study? A. I have given careful consideration to this mat¬ 
ter and my best estimate of the future operations of the 
street railway in El Paso and Juarez is that operations of 
street cars on the Park line and the Mexico loop line will be 
continued for approximately 10 years, or until the expira¬ 
tion of our street railway franchise in El Paso in 1951. The 
Park line operates through a rather thickly settled residen¬ 
tial and commercial section of the city which is old and well 
established, and through sections of the city in which the 
residents are predominantly of Mexican extraction. The 
streets over which the railway operates provide one of the 
main arteries for local as well as tourist traffic and the track 
throughout is in such condition that it should not require 
any unusual amount of maintenance or any reconstruction 
within the next 10 years. The Mexico loop line, operating 
between downtown El Paso and the City of Juarez, Mexico, 
likewise has track throughout which is in good [R. p. 3030] 
condition and should not require any unusual maintenance 
or new construction within the next 10 years. Neither of 
these lines have any sections which are unpaved. In the 
case of the branch line in Juarez, on which a small car op¬ 
erates a shuttle service between the loop in Juarez and an 
old race track, the statements above about the conditions of 
track and paving do not apply. This line is in a bad condi¬ 
tion and we have been trying to secure approval from the 
Federal authorities in Mexico City for its abandonment for 
several years and as soon as this permission is secured the 
line will be abandoned. The traffic between El Paso and 
Juarez is very heavy and in general we have found from 
experience that the acceptance of street car service and 
patronage of it is better in the Mexican residential or com¬ 
mercial districts than would be the case through similar 
American sections. This is one of the principal reasons that 
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I anticipate the operation of the street cars on the Mexico 
and Park lines may be continued satisfactorily for from 
eight to 10 more years. In regard to the Fort Bliss line, 
this line is an old established one which operates through 
very thickly populated residential and commercial districts, 
especially the outer portion of it, and terminates in the Fort 
Bliss reservation. Since the increase in personnel at Fort 
Bliss, traffic on this line has been greatly increased and 
especially during weekends and pay days at the Fort, when 
[R. p. 3031] soldier travel is very heavy, it is our most 
important railway line. Last fall we purchased 10 second¬ 
hand street cars and rehabilitated them largely for use on 
this line to be able to handle the soldier traffic. In view of 
the fact that the number of men stationed at Fort Bliss has 
now reached 28,000, as compared with approximately 3,500 
at this time last year, and in view of the further fact that a 
great new construction program has already been completed 
which is of a permanent nature involving housing facilities, 
hospitals, laundries, water supply developments, et cetera 
costing to date over $12,000,000 in additions constructed 
within the last nine months, it seems reasonable to assume 
that for many years the Fort Bliss post will continue to be a 
very much greater factor in the El Paso transportation 
situation than it has been heretofore. Not only have addi¬ 
tional street cars been purchased and the service greatly 
increased on the Fort Bliss line, but bus services have also 
been established by our company to help serve the trans¬ 
portation requirements of the Fort Bliss and the new can¬ 
tonment areas. Some of the new bus services run all the 
way into El Paso from the post and other routes have been 
established as shuttle bus services within the reservation 
feeding into the Fort Bliss line terminus. Unless present 
conditions change materially, it appears obvious from the 
foregoing that the Fort Bliss street car service will be con¬ 
tinued for not less than three to five years as an important 
part of the El Paso [R. p. 3032] transportation operation. 
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While we have been making bns substitutions for street car 
lines rather consistently during the past few years, espe¬ 
cially where their operations were uneconomical or where 
we were faced with the necessity of heavy capital expendi¬ 
tures if they were to be continued, none of these conditions 
apply to the Fort Bliss line and we have no plans for any 
further substitution of buses for street car operation in 
El Paso at the present time. 

[R. p. 3033] Q. Mr. Xelson, can you give us the book value 
of the spur from the Juarez loop to the race track with 
respect to which you said the company was attempting to 
make an abandonment? A. The book value of this spur 
is $35,024.23, covering both track and overhead. The shuttle 
car which runs on this line is in the property account of 
El Paso Electric Company (Texas) as is all the other rolling 
stock of the El Paso and Juarez Traction Company lines. 

Q. Mr. Xelson, what proportion of the passengers of 
El Paso Electric Company (Texas) are carried by the street 
railway and what by bus, using 1940 figures? A. In 1940 
the total passengers carried was 8,328,000, of which 
4,077,000 were railway passengers and 4,251,000 were bus 
passengers. This is approximately 49 percent of the pas¬ 
sengers carried by the railway and approximately 51 per¬ 
cent by bus. 

Q. How many passengers were carried on the street 
cars of the associated company, El Paso and Juarez Trac¬ 
tion Company, in the year 1940? A. $1,242,400. 

Q. What were the railway car miles operated and the 
bus miles operated during the year 1940 by El Paso Electric 
Company (Texas) ? A. The railway miles operated were 
706,000 and the [R. p. 3034] bus miles operated 1,292,000. 
The railway miles operated were approximately 35 percent 
of the total and the bus miles 65 percent. 

Q. What were the railway car miles operated by the 
associated company, El Paso and Juarez Traction Com¬ 
pany, for the year 1940? A. 97,000 car miles. 
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Q. Assuming that the Fort Bliss street car line is aban¬ 
doned and buses substituted within three to five years as 
you have above indicated might be done, how much of the 
Fort Bliss line tracks would be abandoned? A. The only 
portion of the Fort Bliss line which would be abandoned 
and retired from the transportation plant account would be 
the outer section representing approximately 30,170 feet of 
equivalent single track, or approximately 5.7 miles, extend¬ 
ing from the junction of Mytrle Avenue and Piedras Street 
to the terminus in the Fort Bliss Military reservation. 

Q. Mr. Nelson, is the junction of Myrtle Avenue and 
Piedras Street to which you referred the point at which the 
outer section of the Fort Bliss line, so-called, joins what you 
have referred to as the Park Line? A. Yes, sir. 

Q. And the remainder of the Fort Bliss line would have 
to continue to be used even though the outer section of the 
Fort Bliss line was abandoned in order to continue opera¬ 
tions [R. p. 3035] on the Park Line? A. Yes, sir. 

Q. What is the book value of this portion of the Fort 
Bliss line, that is, the portion of the Fort Bliss line from 
the junction of Myrtle Avenue and Piedras Street to the 
terminus of the Fort Bliss line in the Fort Bliss Military 
Reservation? A. $329,133.97. 

Q. Mr. Nelson, have j’ou made a study of the capital 
requirements of the railway division of the transportation 
department of your company, including El Paso Electric 
Company (Texas) and El Paso and Juarez Traction Com¬ 
pany, for the next ten years—that is, until the expiration of 
the company’s El Paso street railway franchise in 1951; 
if so, will you please give us the result of this study? A. 
Yes, we have given consideration to this subject and it is 
my best judgment that there will not be any capital require¬ 
ments during this period. All of our track is in good condi¬ 
tion, except the short branch line in Juarez, and we do not 
expect that there will be any demands made for capital 
expenditures on account of paving in sections which are 
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now unpaved. I expect no need for replacement of any 
track to come up and as to rolling stock we have all of the 
street cars which can be operated effectively on the remain¬ 
ing trackage. The cars are all in good condition and will 
[R. p. 3036] require nothing but ordinary maintenance for 
the next ten years. 

Q. Mr. Nelson, will you state whether or not in your 
judgment in the light of the company’s past experience and 
its| present situation and prospective business, the gross 
and net operating revenues for the transportation depart¬ 
ment, including El Paso Electric Company (Texas) and El 
Paso and Juarez Traction Company, combined for the year 

1940, may be fairly regarded as a reasonable level for such 
gross and net operating revenues for the next ten years? 
A. In my judgment the 1940 figures may safely be regarded 
as a minimum average for the next ten years; indeed, if 
anything I think that the 1940 figures would be too con¬ 
servative to be used as an estimate of the average annual 
figures for the next ten years. For the first five months of 
1941 as compared with the first five months of 1940 the 
combined transportation operating revenues of the two 
companies were $369,2S9.7S as compared with $272,172.63, 
and the net operating revenues for the first five months of 

1941, as per books, were $171,251.61 as compared with cor¬ 
responding net operating revenues for the first five months 
of 1940 of $108,435.66. This amount is an increase of 35.7 
percent in gross earnings and an increase of 57.9 percent 
in net earnings for the first five months of 1941 over the 
first five months of 1940. Practically all of this [R. p. 3037] 
increase has undoubtedly been due to the effect of the 
defense program in causing increased riding on our trans¬ 
portation system by soldiers, construction workers em¬ 
ployed on new construction at the Fort, and on riding 
generally resulting from greatly improved business condi¬ 
tions. While there is, of course, some uncertainty as to 
how long the personnel stationed at Fort Bliss may remain 
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at its present level of around 2S,000 men, it is my judgment 
that regardless of what change may take place in the defense 
program Fort Bliss will continue as one of the largest per¬ 
manent army bases in the United States and that the 
increased business which we will get in the future from this 
post will more than offset any decrease in general riding 
below the 1940 level. I base my judgment on opinions which 
have been repeatedly expressed by various government offi¬ 
cials and on the permanent character of improvements which 
have been made at the Fort, as well as upon the strategic 
location of the Fort near the international boundary. 

Q. Mr. Xelson, are there any items of expense borne by 
or chargeable to the transportion department of the El Paso 
system, including El Paso and Juarez Traction Company, 
assuming for this purpose that any proper expenses of 
jointly used facilities for the year 1940 have been reap¬ 
portioned on the basis proposed in Engineers Exhibit 176, 
which would have to be borne by the electric department 
of El Paso Electric [R. p. 3038] Company if the system were 
required to divest itself of its entire transportation and 
bridge business, and, if so, will you please present the facts 
on this point ? A. Yes. I have made a study of this problem 
and, undoubtedly, if the transportation and bridge prop¬ 
erties of the system were to be disposed of, the electric 
operations would have to absorb substantial expenses which 
are now being borne by the transportation and bridge oper¬ 
ations. 

Payroll—Executive and Other Joint Personnel and Asso¬ 
ciated Pavroll Taxes: 

* 

In order to arrive at an estimate of what these expenses 
would amount to, I first took a list of the executive, account¬ 
ing, purchasing, advertising and publicity and first-aid and 
claim department employees and carefully considered in 
the case of each person who now is engaged in services to 
the transportation and bridge operations whether or not 
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his services to the system could be dispensed with or whether 
he would have to be retained and the portion of his salary 
which had previously been charged to the transportation 
and bridge operations be absorbed by the electric operations. 
The estimated increase in annual payroll expenses to the 
electric operations, on the assumption that the system were 
required to dispose of its transportation and bridge proper¬ 
ties, would, in my considered judgment, be $13,326.67. Asso¬ 
ciated with this item of $13,326.67 of payroll which would 
have to be [K. p. 3039] absorbed by the electric operations, 
are the State and Federal payroll taxes amounting to $513, 
making the total of this item of payroll, executive and other 
joipt personnel and associated payroll taxes $13,839.67. 

Jointly-Used Facilities: 

The next item which I considered was certain jointly- 
used facilities and the increased cost to the electric opera¬ 
tions if the transportation and bridge properties were to 
be disposed of. 

In connection with the main offices of the system, which 
are rented in one office building in El Paso, allocations of 
the |rent have heretofore been made as between the trans¬ 
portation and electric operations in proportion to gross 
earnings of the two departments. If the transportation 
and bridge properties were disposed of, two offices of this 
space could be released as they are now used solely by the 
General Superintendent of the transportation division, and, 
accordingly, the equivalent of the rental of these two offices 
would not have to be added to the expenses of the electric 
operations. Although the lease which our system presently 
has on all of the office space in the building 'which it uses has 
3M> years to run, it seems reasonable to assume that ar¬ 
rangements could be made to get a credit on this office 
space, which would ordinarily rent for $35 per month or 
$420 per year. No other office space could be released for 
the reason that it [R., p. 3040] is occupied by employees 
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whose continued duties with the electric operations would 
require the retention of the space. Accordingly, allocations 
of office rent amounting to $3,126.90, after giving effect to 
the possible credit I have mentioned, would have to be ab¬ 
sorbed by the electric operations. 

Summarizing the rent question, the total annual rent 
paid by the system in this office building is $16,890, of which 
$3,546.90 is now allocated to the transportation and bridge 
operations and of this latter amount only $420 could be 
eliminated. The balance of $3,126.90 would have to be ab¬ 
sorbed by the electric department. 

The only other jointly used building space is a small 
office and storeroom which is provided for the use of the 
night trouble-men of the electric division in the trainmen’s 
club room building, which is otherwise a building used solely 
by the transportation operations. If the transportation 
and bridge properties were disposed of, this facility would 
have to be given up by the Electric Division and suitable 
accommodations provided for the night trouble-men else¬ 
where. While this service is charged at $300 per year to 
the Electric Division and credited to the Transportation 
Division in the allocation proposed in the plan of reappor¬ 
tionment heretofore filed with and now pending before the 
Securities and Exchange Commission, I think the item can 
be disregarded in the present study, as the Electric Division 
would simply be obliged to [H-, p. 3041] provide some other 
accommodation for its trouble-men and probably could do 
so at very little additional expense. 

Another facility of joint use is pole attachments and 
underground conduits used by the transportation division 
for its overhead and underground lines. In the proposed 
reapportionment of joint charges as contained in the plan 
of reapportionment heretofore filed with and pending be¬ 
fore the Commission, the annual net charge to the trans¬ 
portation division on account of these facilities is $1,417. 
This is a proposed net charge after study of the use by the 
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electric operations of the railway poles as well as the use 
by the railway operations of the electric poles and under¬ 
ground conduits, and if the transportation and bridge prop¬ 
erties of the system were disposed of, this amount of addi¬ 
tional expense would have to be absorbed by the electric 
operations. 

For lighting the rented space in the main office building 
25 percent of $1,35S.60 or $339.65 is allocated to the trans¬ 
portation department. In my judgment practically all of 
this, say $300, would have to be absorbed by the electric 
department. 

As to telephones we have 23 extensions and all of these 
would be continued except one. The expense of the exten¬ 
sions allocated to the transportation and bridge depart¬ 
ments is $72 per year. After taking out the one extension 
which could be dispensed with the amount becomes $57.48 
and jit is [R., p. 3042] my judgment that this amount would 
have to be absorbed by the electric department. In addi¬ 
tion, there is a joint charge for switchboard facilities of 
approximately $1,323 per year. One trunk on the switch¬ 
board could be dropped. Deducting this from the charge 
would leave $1,179 which would, in my judgment, have to 
be absorbed by the electric department. Therefore, the 
total telephone expense which would have to be absorbed 
would be $1,236.48. 

Summarizing the increased cost to the electric opera¬ 
tions of jointly-used facilities, we find there would have 
to be so absorbed $3,126.90 of rent in the main office build¬ 
ing; $1,417 of expense in respect of poles and underground 
conduits; $300 for lighting the space in the main office; and 
$1,263.4S in respect of telephone expense; or a total for all 
jointlv-used facilities of $6,0S0.3S. 

Pensions: 

Regarding pensions to employees, our system has been 
following a practice for many years of paying pensions to 
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employees, who because of physical disability due to age 
or illness, are unable to continue their regular work, and 
these pensions are based on the employee’s salary at the 
time of pensioning and his years of service. In 1940 twelve 
old employees of the transportation department were on 
pension and the total payments to them amounted to $7,270 
during that year. The continued pension support of old 
employees is an [R. p. 3043] obligation of the system and 
no purchaser who might take over the transportation and 
bridge properties would assume this burden. Using the 
1940 figures as an average, if these properties were to be 
disposed of, an annual expense of $7,270 would have to be 
absorbed by the electric operations for a considerable num¬ 
ber of years. In my opinion, this is a very conservative 
estimated charge, because there are many old employees 
of the transportation department at the present time who 
have service records of 20 years or more and in the esti¬ 
mate I have made I have not included any amount to repre¬ 
sent the increase in the present annual pension expense 
which will be caused as these old employees who are not 
yet on pension become incapacitated for further regular 
duties, and I feel sure that if the transportation and bridge 
properties were to be disposed of, the system would be 
obliged to give substantial recognition to this liability. 

Contributions, Dues, et cetera: 

Contributions of a general nature, such as to civic or¬ 
ganizations for charitable and welfare work, and dues, 
et cetera, of a general nature, such as Chamber of Com¬ 
merce dues, which are now allocated on the basis of gross 
revenues amounted in 1940 to $9,718.67 for our system. 
Of this amount, $2,040.92 was charged to the transportation 
department in 1940 and if the transportation and bridge 
properties of the system were to be disposed of, it is my 
judgment that this [R. p. 3044] $2,040.92 of expense would 
have to be absorbed by the electric operations. 
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Compensation to Employees in Lieu of Free Passes: 

Free passes are now given to the equivalent of 29S elec¬ 
tric employees in the El Paso district. These passes give 
such employees the right to unlimited transportation on 
the company’s street cars and buses. There are actually 
more than 29S electric employees receiving such passes but 
some of these employees are joint electric-transportation 
employees and if the time spent by joint employees in work¬ 
ing for the transportation department is disregarded then 
the^re is an equivalent of 29S employees whose time is 
demoted wholly to the electric department. 

It is my opinion that if the transportation department 
is disposed of, the compensation of the 29S electric em¬ 
ployees will have to be increased by $1.25 per week per 
employee for fifty weeks out of the year, or $62.50 per 
year per employee. This increase in compensation will be 
necessary to offset the loss of free transportation. 

The expense to the electric department in Engineers 
Exhibit 174 for free transportation furnished these 298 
employees and the corresponding credit to the transporta¬ 
tion department are merely book entries. But if the trans¬ 
portation department is disposed of and the free passes 
discontinued, there will be an actual annual increase in the 
expenses of the [R. p. 3045] electric department of $18,625 
a year as a result of the -wage adjustment which, in my best 
judgment, would have to be made. This $18,625 increase 
will be an out-of-pocket expense to the electric department 
and a very real burden on that department in place of the 
former book entry. 

Gasoline Furnished the Electric Department: 

Inhere is a direct saving to the electric department of 
$700 a year in the purchase of gasoline as a result of pur¬ 
chasing such gasoline in bulk with gasoline for the transpor¬ 
tation department. If the transportation department is 
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disposed of, the electric department will lose the benefit of 
this $700 a year saving in the purchase of gasoline and the 
expenses of the electric department will be increased by that 
amount each vear. 

w 

Q. Mr. Nelson, taking into consideration now all of the 
items about which you testified which are now being borne 
by or are chargeable to the transportation department but 
which, in your judgment, would have to be absorbed by the 
electric department if the transportation department, in¬ 
cluding El Paso and Juarez Traction Company were dis¬ 
posed of, will you now give us a summary of said amounts 
and the total thereof? A. Payroll: Executive and other 


joint personnel and associated payroll taxes.... $13,839.67 
Jointly used facilities. 6,0S0.3S 

[R. p. 3046] Pensions. $ 7,270.00 

Contributions, dues, et cetera. 2,040.92 

Compensation to employees in lieu of free 

passes . IS,625.00 

Increase in cost of gasoline. 700.00 

Total . $48,555.97 


Q. Mr. Nelson, assuming that the transportation and 
bridge properties, including El Paso and Juarez Traction 
Company, were to be disposed of, in your judgment, would 
a purchaser of such properties continue the street railway 
operations as at present, or would he convert the entire 
operation into a bus operation ? A. In my opinion, no pur¬ 
chaser would take over and operate the street railway sys¬ 
tem, because he would undoubtedly prefer to operate a com¬ 
pletely coordinated bus transportation system. This has 
been the general history during the past few years of all 
transportation operations which have been disposed of, 
so far as I know, and I see no reason why there should be 
any difference in El Paso. 








754 


Roy S. Nelson—Direct Examination (Cont.) 

El Paso Transportation (Cont’d) 

Q. In case the entire operation were converted to bus 
operation, have you made a study to determine what would 
be the cost of such conversion, including the discharge of 
the obligations of El Paso Electric Company (Texas) and 
El Paso and Juarez Traction Company, under the fran¬ 
chises and including the cost of the necessary new buses 
and other equipment to [R. p. 3047] take the place of the 
existing street railway facilities, and, if so, please give us 
the results of such study? A. We estimate that if the trans¬ 
portation department were converted to all-bus operation, 
under existing conditions the cost would be $476,500, made 
up of three items, namely, first restoration of paving with 
credit for salvage from cars, et cetera; second, the cost of 
new buses; and, third, the cost of additional garage facili¬ 
ties for those new buses. Taking up each of these items, 
my estimate is as follows: 

Paving: 

So far as paving is concerned, it is my judgment that 
the same practice of removing tracks and overhead and 
repairing streets would be followed as has been followed by 
the system during the past five years in conection with sub¬ 
stitution of bus service for street car service on other lines. 

iThe estimated net cost of track removal and paving is 
$45,000; from this should be deducted the estimated net 
salvage of cars and other property which would not be use¬ 
ful to the system or to the new operator, assuming that the 
new operator would buy the bridges or that they would be 
sold separately, in the amount of $3,500, leaving a balance 
of $41,500. 

New buses: 

We have carefully estimated the number, type and size 
of additional buses which would be required to supply the 
trans- [R. p. 3048] portation needs of El Paso and of 
Juarez if the street railway operations were to be 
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abandoned. In my judgment this would require the follow¬ 
ing bus equipment: 


Number Estimated 

Line of Buses Type of Buses Cost 

Fort Bliss. 12 40 pas. transit $144,000 

Park . 8 40 pas. transit 96,000 

Mexico. 10 40 pas. transit 120,000 

Total. $360,000 


Additional Garages: 

Additional investment which would be required in the 
way of garage facilities for the operation and maintenance 
of these additional buses which would have to be purchased 
would be $75,000. 

Q. What was the book value of the system bus property 
on May 31, 1941? A. $327,983.21. This, however, does not 
include $75,500 to cover a bus garage extension which is now 
being built and to cover approximate contract price of ten 
new buses which are now on order or partially delivered. 
Adding this amount to the book value as of May 31,1941, the 
new book value figure for bus property at the present time 
becomes $403,483.21. 

Q. Mr. Nelson, what is your judgment as to whether or 
not a purchaser of the transportation properties of El Paso 
Electric Company (Texas) and El Paso and Juarez Trac¬ 
tion Company would desire to purchase the two interna¬ 
tional bridges? [R. p. 3049] A. In my judgment, any pur¬ 
chaser of the transportation properties would desire to 
purchase and operate the two international bridges. 

Q. Will you please state your reason for such opinion? 
A. The transportation operations of our system are a most 
important factor in the daily activities of the two adjoining 
cities of El Paso, Texas, and Juarez, Mexico, and these 
operations could not be carried on as satisfactorily as they 
are now unless the owner and operator of the transportation 
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services also owned and operated the toll bridges. The 
bridges constitute vital links in the transportation system 
and the transportation department would be at the mercy 
of any outside owner and operator as to charges for their 
use. Under separate ownership and operation, there would 
also be situations arising almost daily which would lead to 
friction and dissatisfaction between separate owners and 
operators of the bridges and transportation system. In par¬ 
ticular, on the American end of the Santa Fe bridge, the 
United States maintains Customs, Immigration and Public 
Health offices as this bridge accommodates pedestrian travel 
in both directions as well as vehicular travel from Mexico 
to the United States. There are many times when traffic 
becomes very congested. No doubt, the United States Cus¬ 
toms, Immigration and Public Health authorities would find 
it much more difficult to deal with two separate owners and 
operators of the bridge and transportation services [R. p. 
3050] than they would with a single operator. 

Q. You have .-just told us, Mr. Nelson, that it would cost 
$476,500 to convert the present street railway property to 
all buses. Will you now add to the new book value figure 
for bus properties at the present time of $403,4S3.21 that 
amount of $476,500 and the hook value of bridges of $339,020 
and give us the hook value of the bus system properties on 
the basis of the conversion of the railway operations to all 
bus operation plus the hook value of the bridges? A. 
$1,219,003.21. 

Q. Mr. Nelson, have you made a study to determine the 
book value of the transportation and bridge properties of 
the system which would he used or useful to the electric de¬ 
partment and which the system would desire to retain in 
the electric department if the transportation and bridge 
properties were disposed of? A. There would be no such 
property. 

Q. Mr. Nelson, as a result of the studies which you made 
in connection with this matter, are you now prepared to 
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state what, in your judgment, is the amount which would 
have to be charged off on the books of the El Paso Electric 
Company (Texas) and El Paso and Juarez Traction Com¬ 
pany representing the railway and bridge properties of 
these companies if the transportation and bridge properties 
were disposed of at this time? [R. p. 3051] A. This amount 
as of May 31, 1941 would be $2,131,359.43, less whatever 
amount was realized on the sale of the transportation and 
bridge properties. 

Q. Mr. Nelson, what is the maximum load of the trans¬ 
portation properties of the El Paso system, including El 
Paso and Juarez Traction Company, on the electric gener¬ 
ating facilities of the El Paso Electric Company. A. We 
recently made a study of the characteristics of the street 
railway load in preparing a new proposed rate to be charged 
the railway division for D.C. operating current in accord¬ 
ance with the plan for reapportionment of expenses between 
the electric and transportation division which has been 
presented to and is now pending before the Securities and 
Exchange Commission. In calculating railway demands 
we used actual demands taken from demand charts secured 
in actual operation during March of this year. We found 
that the maximum D.C. railway peak occurred in the morn¬ 
ing hours between 7:30 and 9:00 o’clock on every weekday 
except Saturday, on which day it occurred in the afternoon 
between 2:00 and 5:00 o'clock p.m. These peaks do not 
coincide with our annual system peak, which occurs between 
5:00 and 7:00 p.m. during weekdays, not including Satur¬ 
days, in the winter months. We found the demand for 
the D.C. railway load which coincided with our system peak 
to be 6S6 Kva, whereas the maximum railway peak load at 
any time in our system amounts to approximately [R. p. 
3052] 825 Kva. 

Q. Mr. Nelson, what is the basis on which the trans¬ 
portation department is now and has for some years been 
charged for the electric energy furnished by the electric 
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department to the transportation department for the opera¬ 
tion of the street cars? A. D.C. current required for street 
railway operations has heretofore been charged to the 
transportation division on the basis of metered A.C. input 
to the motor generator sets, plus 7,500 Kwh per month as a 
constant for excitation, at power station production costs 
plus an allowance for transmission costs. The cost of such 
current on this basis to the transportation department for 
the year 1940 was 3.9 mills per Kwh. 

Q. Did this charge include any amount representing 
carrying charges—that is, depreciation, taxes, insurance 
and interest ? A. Xo. 

Q. Are you familiar with the proposed new rate for 
D.C. service to be applied to all electric energy furnished 
by the electric department to the transportation department 
as included in the plan of reapportionment of expenses 
between departments filed with and now pending before 
the Commission: and, if so, please state how this rate was 
arrived at and what was its objective? A. In order to 
arrive at a proper rate for D.C. service [R. p. 3053] to the 
street railway operation, we first prepared a study of the 
undepreciated book investment in property which is pro¬ 
vided by the electric division to serve this load, and allowed 
for fixed charges on this investment at ISV 2 percent to 
cover 7 percent for interest on investment, 2 1 /> percent for 
depreciation and 4 percent for insurance and taxes, plus 
an item of $17,072 as the estimated production cost of 
3,688,000 Kwh D.C., the estimated D.C. requirements of 
the railway for 1941, plus an item of $2,900, the estimated 
operating and maintenance costs of the motor generator 
units on an annual basis, plus an item of $400 representing 
2 percent overhead on the last two items for general super¬ 
vision. This gave a total of $40,562, or $.011 per Kwh, as 
the resulting rate for this service. 'When this study had 
been completed, we designed a two-part power rate, incorpo- 



759 


Roy S. Nelson—Direct Examination (Cont.). 

El Paso Transportation (Cont’d) 

rating demand charges and energy charges, which would 
return a revenue to the electric division of approximately 
$.011 per Kwh D.C. For a copy of the details of the study 
made to determine the costs of providing this D.C. service, 
I refer to Exhibit I included in Engineers Exhibit 174. 

Q. Will you state whether or not in your judgment the 
new rate is a fair rate for energy supplied by the electric 
department to the transportation department? A. In my 
judgment it is a fair rate. 

Q. Mr. Nelson, will you state whether or not the electric 
[R. p. 3054] department would benefit if the capacity now 
utilized for supplying the railway load were released for 
other use by reason of the disposition of the transportation 
and bridge properties to a purchaser who would convert 
these operations into bus operation? A. On the basis of 
the proposed new rate to be charged the transportation 
department for D. C. service, carrying charges are included 
in the rate, and if the railway load were to be dropped from 
the electric system, it would have no effect other than that 
which would be caused by the loss of any other customer 
of similar size and load characteristics. Such a change 
would simply mean that the electric system would have 
approximately 686 Kva of additional capacity which it 
could try to sell to some other prospective customer. At 
the present rate of expansion of the system electric load 
it would not be very long before this decrease in load would 
be compensated for by the taking on of additional cus¬ 
tomers. In such case these new customers would pay the 
carrying charges on this capacity instead of having them 
paid as is proposed by the railway operations. Therefore, 
I see no benefit to the electric operations but in fact some 
loss to them would be occasioned until equivalent new load 
is obtained. 

Q. Mr. Nelson, having in mind the fact that up to the 
present time it appears from the record that the transporta¬ 
tion department has not been charged a rate for electric 
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energy which includes depreciation, interest and taxes, 
although in the rate proposed and included in the plan of 
reapportionment filed [R. p. 3055] with an pending before 
the Securities and Exchange Commission provision is made 
foi^ such items, if the 6S6 Kva of capacity now used by the 
transportation department were released and sold to cus¬ 
tomers who paid a higher rate than that heretofore charged 
the transportation department, would that in any way af¬ 
fect your previous answer regarding benefit to the electric 
department? A. It would not affect my previous answer. 
Any customer desiring electric service now can secure it 
from our system. If any shortage of capacity should de¬ 
velop, we would simply add some capacity with similar 
carrying charges to those which are borne by our system 
now. 

• « • # • 


LEO F. YETMAN 

Cross Examination 

• • • • • 

(By Mr. Fischgmnd) 

[R. p. 3078] Q. Do you have with you here the amount that 
was charged to the transportation department during 1940 
for the time of joint employees of the transportation and 
electric departments? A. Yes, the figure is available. 

Q. Could you tell me what it is? A. (Examining 
papers.) The total joint payroll was [R. p. 3079] approxi¬ 
mately $120,880, of which sum $20,000-odd is charged to the 
transportation division. 

Mr. Moore: Do you have the exact figure there? 

The Witness: It is $120,880. 

Mr. Tucker: What is the exact charge of the transpor¬ 
tation? 

The Witness: $20,750.52; the exact charge was 
$28,990.75. 
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Mr. Tucker: That is what you wanted, isn’t it; the 1940 
charge before adjustment? 

Mr. Fischgrund: I also wanted the 1940 charge after 
the adjustment. 

Mr. Tucker: I don’t think you have asked him for that. 

The Witness: No, he has not. 

Mr. Moore: The figure you have given is before the ad¬ 
justment, is it not? 

The Witness: That is correct. 

Mr. Fischgrund: What was the amount after the ad¬ 
justment, Mr. Yetman? 

The Witness: $20,750.52. 

• * • * • 

[R. p. 3084] Q. (By Mr. Fischgrund) How many joint em¬ 
ployees are there between the electric and transportation 
departments ? A. Approximately 44. 

Q. Could you give me a breakdown as to the duties of 
each joint employee? A. There will be four in the execu¬ 
tive group, 12 in the general group. 

Q. What do you mean by “general”? A. The general 
accounting group. 

Mr. Tucker: You say “general accounting group”? 

The Witness: General accounting group, yes. 

There would be three in the purchasing, six in the steno¬ 
graphic, three in the cashiering, two in the claim depart¬ 
ment. 

Mr. Tucker: What? 

The Witness: Two in the claim department, two in the 
advertising and publicity and the balance would be clerks 
of a miscellaneous nature. 

Mr. Moore: Where are the executives and supervisory 
personnel coming in? 

The Witness: I have already named the four executives 
and the other supervisory would fall in with that general 12. 
[R. p. 3085] Mr. Tucker: I thought you said that was all 
accounting. 
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The Witness: Well, the supervisory, that includes the 
chief clerk and the treasurer and the assistant chief clerk 
and supervisory employees in that same figure of 12. 

Mr. Moore: Are they included in the 12? 

The Witness: Yes, sir. 

Mr. Moore: So there are really four executive and 
supervisory and eight general accounting. 

The Witness: Yes, that might be termed to be correct. 
By Mr. Fischgrund: 

Q. You mean the four executives are included in the 12 
which you referred to as in the general accounting group? 
A. (There are four other supervising employees included 
in the 12. 

Mr. Moore: That leaves 16 of a general miscellaneous 
nature, doesn’t it? 

The Witness: Yes, sir, I -would say that that is the figure. 

• • • • • 


BOY S. NELSON 
Cross Examination 
(By Mr. Fischgrund) 

[R. p. 3141] Q. Back in 1905 and 1910, isn’t it true that the 
electric load of the railway was necessary at that time for 
the economical generation and sale of electricity by any 
electric utility? A. I don’t know, I imagine that in case of 
the El Paso Electric Company it was a substantial factor. 

Q. At that time, the railway used over 50 percent of the 
electric load? A. I don’t know. 

Q. But you know that the railway load before the last 
war was a very, very substantial part of the electric load? 
A. I am sure it was, but I haven’t made any investigation 
on tjhat point whatever. The El Paso Electric Company 
was originally—or the predecessor company was originally 
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in the transportation business before it acquired any electric 
light and power business. 

Q. But that is not true today, that the railway makes up 
a substantial part of the electric load? A. It makes up 
about S00 kilowatts of the load. In proportion, it is a rather 
small portion of the total load. 

Mr. Moore: Out of about 30,000? 

The Witness: That is 686 out of about 30,000. 

• * • • * 

[R. p. 3152] By Mr. Fischgrund: 

Q. Mr. Xelson, referring to your testimony with respect 
to the expenses which, in your opinion, would be borne by 
the electric department if the transportation department 
were disposed of; in computing such expenses, do you use 
as the basis of inter-departmental expenses as reallocated 
by Mr. Yetman or as shown on the books of the company? 
A. As reallocated. 

Q. If the company disposes of the transportation de¬ 
partment, in your opinion, it would not be necessary for the 
electric department to retain all of the joint employees, 
would it? A. No, sir. 

Q. In fact, it would not be necessary to retain more than 
about two-thirds of the joint employees? A. In my opin¬ 
ion, it would be necessary to retain all of them but two. 

Q. Do you believe that all the time of the joint employees 
retained by the electric system on disposal of the transpor¬ 
tation department would be necessary for the operation of 
the electric department? A. Yes, sir, all the time of those 
that were retained. 

Q. It is due in part to the contemplated expansion of 
the electric system? [R. p. 3153] A. No, sir, it is due to the 
fact that we could not dispense with the services of any of 
the employees who at the present time are employed on 
joint work except two. 
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Q. And all the time of these joint employees will be 
taken up in the electric system? A. Yes, sir. 

Q. They will be fully occupied? A. Yes, sir. 

Q. What would they be doing in place of the work that 
they do now for the transportation system? A. In the case 
of a number of them, the work that they do for transporta¬ 
tion now consists of additional notations on a sheet of fig¬ 
ures which they might be making out or additional notations 
on ( payroll vouchers or some records that have to be kept. 
I don’t anticipate that there would be very much change in 
their duties or that there would be any slackening of the 
work that they would be required to do to a noticeable 
extent. 

, Q. To any extent to which they might slacken, it will be 
picked up in the contemplated expansion of the electric 
system? A. To the extent that there might be a slackening, 
they would not work quite so hard, but you cannot divide a 
man or a woman. In my opinion, you would have to retain 
all of these employees except two. 


DONALD C. BARNES 
Re-direct Examination 

[R. p. 3218] Q. (By Mr. Tucker) Mr. Barnes, is it a fact 
that you are the Donald C. Barnes who has previously testi¬ 
fied in these proceedings ? A. It is, and I am. 

Q. Mr. Barnes, have you made a study including among 
other things consideration of the evidence produced in this 
case by Mr. Nelson and Mr. Yetinan with respect to the 
expenses properly chargeable to the transportation depart¬ 
ment and future requirements of the railway division and 
your own personal knowledge of the transportation opera¬ 
tions in El Paso conducted by El Paso Electric Company 
(Texas) and El Paso and Juarez Traction Company to 
determine the net annual increment cash accruing from such 
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operations based on the level of 1940 earnings and the value 
of such business and the possible realization from its sale? 
If so, please present the results of this study at this time. 
A. I have prepared an analysis of the value to El Paso 
Electric Company (Delaware) and its subsidiaries of their 
transportation business if they are permitted to retain this 
business for the next ten years as compared with the amount 
which might reasonably be expected to be realized if they 
[E. p. 3219] undertook at this time to sell or otherwise 
dispose of their transportation properties and business. 

Q. And you are presenting, are you not, in the form of 
an exhibit, the results of that studv ? A. I am. 

Mr. Tucker: I would like this exhibit marked as Engi¬ 
neers’ Exhibit Xo. 187, and I offer it in evidence. 

The Examiner: The analysis which this witness presents 
is admitted as Engineers’ Exhibit Xo. 187. 

(Engineers’ Exhibit Xo. 187 was received in evidence.) 

Q. (By Mr. Tucker) Will you continue, Mr. Barnes. A. 
This study is prepared on the same basis as that to which I 
testified in connection with the transportation operations of 
Virginia Electric and Power Company. It shows the 
various items of annual increment cash available from 
transportation operations. The first is the gross income 
from such operations as shown in Engineers Exhibit 176, 
as testified to by Mr. Yetman in the amount of $82,000. 
Included in the deductions made by Mr. Yetman before 
arriving at this gross income is an accrual for railway and 
bridge depreciation in the amount of approximately 
$101,000. Of this amount approximately $12,000 is appli¬ 
cable to depreciation of bridges, and the remainder, $89,000, 
represents the portion [E. p. 3220] of the accrual applicable 
to the railway division. Mr. Xelson has testified that he 
has made a study of the capital requirements of the railway 
division for the next ten years and in his best judgment no 
capital expenditures will be required by the railway divi- 
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sion during this period. He has also testified that in his 
judgment the Mexico Line and the Park Line will continue 
to operate street cars for approximately ten years but that 
the outer section of the remaining street railway line, 
namely, the Fort Bliss Line, will be abandoned and bus 
operations substituted in a period of from three to five 
years. He further testified that the estimated investment 
required for the substitution of busses on the Fort Bliss 
Line would be $144,000. I have, therefore, reduced the 
increment cash available from railway depreciation accrual 
by, $14,000 annually to cover cash which will be required 
fov replacement of busses as they wear out in the Fort Bliss 
Line operation. This leaves a net depreciation accrual 
available for return of capital in the amount of $75,000 per 
year. Mr. Xelson has testified that on the basis of the 
reallocation of expenses used by Mr. Yetman there would 
haye to be absorbed by the electric department, if the 
transportation department were disposed of, an aggregate 
amount of $48,556 annually consisting of joint expenses and 
charges borne by the transportation operations which aggre¬ 
gate some $29,000 annually, which are not now included in 
[R. p. 3221] light and power expenses, and two items aggre¬ 
gating $19,325 which are now included in the electric depart¬ 
ment operating expenses. However, if this $29,000 of 
additional charges were imposed on the light and power 
operations it would effect a saving in Federal income taxes 
of some $9,000 annually based on a tax rate of 30 percent, 
which is the amount which the Company is using as a basis 
for its accrual in 1941. Therefore railway operations as 
long as they are continued are providing a net increment of 
cash from this source in the amount of $20,000 annually. 
The total annual increment cash from transportation opera¬ 
tions based on the 1940 level of earnings is $177,000. 

If the company continues to operate this business and 
if earnings continue at the 1940 level and assuming further 
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a remaining life of railway operations on tlie Mexico and 
Park lines of ten years, the present worth at 6 percent of 
this annual cash income is $1,303,000. In addition, assuming 
that the transportation business is to be sold at the end 
of ten years on the basis which we estimate it would bring 
if sold today, its present worth is $505,000 or a total present 
worth of the transportation business to El Paso Electric 
Company (Delaware) and its subsidiaries of $1,SOS,000. 

The second page of the exhibit shows the computation 
of the estimated sales realization if the business is sold in 
1941. 

[R. p. 3222] The present net operating revenue before 
depreciation as determined by Mr. Yetman is approximately 
$207,000 per year. Based on my knowledge and observation 
of the market value of transportation properties such earn¬ 
ings are valued at approximately six times where service 
is furnished by bus operation. While I have no information 
as to the market value of the toll bridge business, in view 
of the hazards incident to the operations of these two 
bridges it is my opinion that these bridge earnings should 
be valued on a basis fairly comparable with bus earnings. 
Applying this factor to the El Paso earnings gives a valua¬ 
tion of $1,242,000 for a system completely equipped with 
busses. Mr. Nelson has testified that the estimated cost of 
converting the present railway operations to bus would be 


as follows: 

Busses . $360,000 

Garage. 75,000 

Abandonment expense net. 42,000 

Total. $477,000 


With these out-of-pocket costs aggregating some $477,000 
the estimated market value of the present transportation 
operations would, therefore, be $765,000. In addition, a pur¬ 
chaser of the transportation properties would take over 
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El Paso and Juarez Traction Company as a corporation 
and El Paso Electric Company (Delaware) would receive 
an additional amount for net current assets which, based 
on the book value of such [R. p. 3223] net assets at Decem¬ 
ber 131, 1940, would amount to $137,000. Thus, the estimated 
market value of these transportation operations and assets 
is $902,000. 

In order to determine what, if any, savings could be 
made in Federal income taxes if the property were sold on 
this basis in 1941 I analyzed first the results of the sale of 
El Paso and Juarez Traction Company and have allocated 
as the value of that portion of the transportation property, 
the estimated sales price for the total transportation opera¬ 
tions in the ratio of the net earnings before depreciation 
from El Paso and Juarez transportation operations to 
those from the transportation operations as a whole. This 
gives a value of $174,000 for the transportation property 
of El Paso and Juarez Traction Company, which with the 
net current assets in the amount of $137,000 makes a total 
market value for the securities of El Paso and Juarez 
Traction Company of $311,000. This is substantially the 
tax cost of these assets to El Paso Electric Company (Dela¬ 
ware) so that no taxable gain or loss would result from 
such a transaction on this basis. A study of the tax base 
of the transportation assets of El Paso Electric Company 
(Texas) shows this base to be $771,000. The portion of the 
sale price allocated to these assets on the basis just 
described gives an estimated sales price of $591,000. The 
company would, therefore, sustain a tax loss of $180,000 in 
the event of sale on this basis. The [R. p. 3224] resultant 
tax saving based on a lax rate of 30 percent, which as I 
have stated is the amount the company is now using to 
determine its tax liability in 1941, would be $54,000. Thus, 
the estimated aggregate sales realization is $956,000. 
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To summarize, this exhibit shows that the present worth 
of the transportation business of El Paso Electric Company 
(Delaware) and its subsidiaries, if they continue to oper¬ 
ate it for ten years on the 1940 level of earnings, is $1,SOS,000 
as compared with an estimated sales realization if sold on 
the basis of its estimated market value, and giving effect 
to Federal tax savings, of $956,000. The item of $1,SOS,000 
predicated as it is on 1940 conditions continuing for ten 
years, is subject to variation, up or down, depending on 
what conditions are in the future. The margin of difference 
between that amount and the estimated sales realization is 
so great that in my opinion no foreseeable variation could 
wipe it out but may, in fact, increase it. 

Q. Mr. Barnes, it appears from Mr. Yetman’s testimony 
that as of December 31, 1940, the book value of the trans¬ 
portation property, railway, bus, and bridge combined, was 
$2,423,651. Based on Engineer’s Exhibit 1S7, with par¬ 
ticular reference to the items shown thereon as annual incre¬ 
ment cash from transportation operations available in the 
amount of $177,000 based on the level of 1940 operations, 
within what period of time would the El Paso system re¬ 
cover the amount [R., p. 3225] at which the transportation 
property was carried on the books as of December 31,1940 ? 
A. If this annual increment cash from transportation opera¬ 
tions of $177,000 is invested in light and power operations 
of the system and earns a 6 percent return, it would amount 
to the total book value of the transportation property in 
10.3 years. In other words, the amount of annuity of 
$177,000 at 6 percent interest would be $2,423,651 in 10.3 
years. 

Q. Mr. Barnes, on pages 2993 and 2994 of the transcript 
of the evidence, Mr. Lester of counsel for the Commission 
requested the Respondent in these proceedings to produce 
true copies of all monthly bills of the Engineers Public Ser¬ 
vice Company to El Paso Electric Company and/or El 
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Paso and Juarez Traction Company, commencing with the 
month of March, 1940, through June, 1941. 

Although Mr. Lester apparently said, according to the 
transcript, the Engineers Public Service Company, I assume 
that he intended the Engineers Public Service Company, 
Inc., the mutual service company. 

Mr. Lester: That is correct. 

• # • * • 


D. C. BARNES 

Cross Examination 

• • • • • 

(By Mr. Fischgrund) 

[R. p. 3238] Q. Mr. Barnes, the study you presented on 
direct examination was prepared on the same basis as that 
which was prepared and presented in connection with the 
transportation operations of the Virginia Electric and 
Power Company? A. Yes, it was. 

Q. And if similar questions to those asked in regard to 
the Virginial Electric and Power Company were asked on 
cross-examination here, you would give similar answers? 
A. So far as they were applicable to this situation. 

Q. As far as they were applicable to the El Paso Electric 
Company of Texas? A. Yes, sir. 

Q. And the El Paso and Juarez Traction Company? 
A. Yes, sir. 

Q. Your study, Mr. Barnes, and your testimony with 
respect thereto on direct examination was based on the 
hypothesis that a purchaser of the transportation depart¬ 
ment of El Paso Electric Company of Texas would replace 
the railway system with buses, is that not true? A. That 
is true. Of course, that is my opinion. 

Q. Do you believe that if a purchaser or prospective 
purchaser of the El Paso transportation system had avail- 
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able cash to purchase that transportation system that he 
would immediately, upon purchase of the transportation 
system, change the railway to buses? [R. p. 3239] A. I 
think if he were putting new money into the operation he 
would want the operation to be 100 per cent bus operation. 

Q. You mean if he were financing the purchase after 
obtaining new money? A. That is right. 

Q. But let us assume, Mr. Barnes, that the proposed 
purchaser has the cash available to make the purchase in 
current funds; in that case would the purchaser, in your 
opinion, convert the railway into buses immediately upon 
purchase? A. I think he would want to be assured, before 
he purchased the transportation property that under his 
franchise requirements he would not be required to con¬ 
tinue the rail operation indefinitely. 

• * • • • 

[R. p. 3257] Q. If, Mr. Barnes, as a result of the expan¬ 
sion of the electric system of El Paso Electric Company 
of Texas, the time of joint employees which is now devoted 
to the transportation department could be taken up and 
devoted by such employees to the electric department, then 
the $13,S39 expenses of joint employees which purportedly 
would result in an increase in the expenses of the electric 
department, should not be figured in the present worth of 
the transporta [R., p. 3258] tion department or the electric 
department, should it? A. Gradually, as time goes on, the 
company will be relieved of employing additional employees 
because of the availability of certain persons who are now 
devoted jointly to operation of the transportation and the 
electric departments. To the extent that that delays the 
hiring of additional men, the electric department will be 
relieved of this burden. That is of minor amount, how¬ 
ever. The principal amounts involved in this allocation 
of joint expense have to do with executives who get the 
higher salaries, so that in dollar amounts it is more im- 
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portant. Those executives as a result of not having their 
salaries borne in part by the railway department, are not 
going to be released to an extent which will prevent the 
hiring of other executives. Take, for example, Mr. Nelson; 
part of his time is charged to the transportation business. 
Al} of his time in the future will have to be charged to the 
electric business. But we will not save hiring any addi¬ 
tional executives as a result of the disposition of the trans¬ 
portation operations. 

• * • * • 
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VIRGINIA ELECTRIC AND POWER COMPANY 

Income Statement 



Year 

Year 

Year 

Year 

Year 

Year 

Year 

Year 

Year 

Year 


1939 

1938 

1937 

1936 

1935 

1934 

1933 

1932 

1931 

1930 

Operating Revenues 





$10,335,891 






Electric. 

$13,774,999 

$12,799,179 

$12,442,321 

$11,197,640 

$10,094,691 

$ 9.909.047 

$10,116,887 

$10,415,263 

$10,184,780 

Gas. 

947,632 

940.890 

903.315 

886.695 

1 904.659 

S94.175 

892.686 

1.015.699 

1.095.631 

1.094.911 

Railway. 

2.285.589 

2.198.659 

2.272.247 

2.307,035 

2,270.209 

2.406,174 

2.28S.794 

2.594.311 

3.355.190 

3.857.830 

Bus. 

Other. 

2.345.806 

2.238.S69 

2,159.498 

1.962,419 

' 1,718.942 

1,649.737 

1,456,799 

1.5S4.737 

1.731.099 

1,730,533 

Total. 

19.354,026 

18.177,597 

17.777,381 

16,353,789 

15,229,701 

15,044.777 

14,547,326 

15,311,634 

16,597.183 

16.868.054 

Operating Expenses 











Electric. 

5.168.817 

4.S45.804 

4.637,180 

4,472.025 

3,983.542 

3,868.787 

3.471.912 

3.398,400 

3,841.636 

3.825.206 

Gas. 

435,306 

441.427 

462.004 

435.329 

47S.265 

463.163 

423.702 

452.825 

503.853 

547,801 

Railway. 

1.528.836 

1.476,308 

1,402.628 

1,307.279 

1,357.859 

1.433.285 

1.428.272 

1.672.409 

2,111.212 

2,376.312 

Bus. 

Other. 

1.782,032 

1.806.650 

1.700,208 

1,348,173 

1.190,697 

1.126,202 

1.048,201 

1.095,158 

1,197.336 

1.289.546 

Total. 

8,914,991 

8,570,189 

8.202.020 

7,562,806 

; 7.010.353 

6,891.437 

6.372.087 

6.618.792 

7.654.037 

8.038.865 

Net Operating Revenues 











Electric. 

S.606.182 

7.953.375 

7.805.141 

6,725.615 

6,352.349 

6.225,904 

6.437,135 

6.718.487 

6.573.627 

6.359,574 

Gas. 

512.326 

499.463 

441.311 

451,366 

1 426.404 

431.012 

468.984 

562,874 

591,778 

547,110 

Railway. 

756.753 

722.351 

869,619 

999,756 

912.350 

972.SS9 

860,522 

921.902 

1.243.978 

1.481,518 

Bus. 

Other. 

563,774 

432,219 

459.290 

614,246 

■ 528,245 

523,535 

408.598 

489.579 

533.763 

440.987 

Total. 

10.439.035 

9.607,408 

9,575,361 

8.790.983 

8,219.348 

8.153.340 

8.175.239 

8.692.842 

S.943.146 

8.829.189 

Taxes. 

2.606.127 

2.007.004 

2,182.961 

2,080.779 

' 1,581.582 

1,811,926 

1,480.691 

1.389,470 

1.475.549 

1,393,677 

Balance. 

7,832.908 
21.072* 

7.600,404 

108.111* 

7.392.400 

203.958* 

6.710.204 

141,343 

; 6,637.766 
57.332 

6.341.414 

75,911 

6,694.548 

92,208 

7,303,372 

101,399 

7,467.597 

360.965 

7,435,512 

287.505 

Non-Operating Income—Net. 

Balance. 

7,811.836 

7,492.293 

7.188.442 

6.851.547 

6.695.098 

6.417,325 

6,786.756 

7,404,771 

7.828.562 

7.723.017 

Interest and Amortization. 

1,737.976 

1,856.856 

1.743.488 

1.781,374 

; 2,001,352 

1.918,899 

1.944.462 

1,934,822 

1.843,022 

1,777.453 


Balance. 

6,073,860 

5.635.437 

5.444,954 

5,070,173 

1 4,693,746 

4,498.426 

4,842294 

5,469,949 

5.985,540 

5.945,564 

Appropriation to Depreciation or 

Retirement Reserve. 

2,240.242 

2,151.141 

2.050.438 

1,916,667 

1 1,800,000 

1,800.000 

1.800.000 

1,800,000 

2.100.000 

2.100.000 

Balance . 

$ 3,833,618 

$ 3,484.296 

$ 3.394,516 

$ 3,153,506 

$ 2,893,746 

$ 2.698,426 

$ 3.042,294 

$ 3,669.949 

$ 3.885.540 

$ 3,845.564 


* Deficit. 


General 

These figures are those appearing on the books of the company, except that certain minor transfers between accounts have been made in respect of the years 1930 through 
1936, in order to put them on a comparable basis with the accounts of later years. Intervening changes in accounting practices make it impossible to put the figures for the years 
1910 through 1929 on a basis comparable in all respects with later years. 


Allocation of Expenses Between Departments 

Certain facilities^ of the company are allocated to the plant account of a particular department because the primary use is for that department, or because the equipment is 
situated in the midst of property belonging to that department, but such facilities arc also used for the joint benefit of more than one department. In such cases, no charge other 
than a sharing of operating expenses is made to the other departments. In such cases, operating expenses are allocated on a basis of estimated use by the respective departments. 

Certain employees of the company are engaged in work which applies to more than one department. The salaries of such employees have been allocated between departments 
on various bases during the thirty year period, but since 1931 on a basis selected at that time as being the most practicable and equitable, namely, net revenue before taxes and 
depreciation of the respective departments. Payments to Engineers Public Service Company, Inc., under the service agreement and to the Employees’ Benefit Association, are 
allocated on the same basis. 


The total expense of operating the automotive equipment used in the automobile pool is allocated on a basis of mileage use by the respective departments. 
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VIRGINIA ELECTRIC AND POWER COMPANY 
Comparative Balance Sheet 

Assets 


Plant and Other Investments 
Utility Plant 

Electric . 

Gas . 

i Railway . 

Bus . 

Other Physical Property at Cost or 

Written Down Amount . 

Investment (Management Company’s 

Stock) . 

Other Investments . 

Total Plant and Other Invest¬ 
ments . 

Current Assets 

Cash in Banks and on Hand. 

United States Treasury Securities at 

Cost . 

Special Deposits . 

Accounts Receivable From Customers 
and Miscellaneous Sources, Includ¬ 
ing Instalment Accounts, Less Re¬ 
serves . 

Materials and Supplies at Cost or 
Written Down Amounts, less Re¬ 
serves . 

Prepayments . 

Total Current Assets . 

Deferred Debits 

Unamortized Debt Discount and Ex¬ 
pense ... 

Other Deferred Debits. 

Total Deferred Debits . 


December 31 


1940 

1939 

Increase 

$68,007,540 

$64,664.22 7 

$3,343,313 

6.051,308 

5.956.520 

94.7SS 

10.251,529 

10,340.542 

89,013* 

3.309,431 

3.06S.401 

241,030 

607.623 

594.316 

13,307 

35.6S0 

34.4S5 

1,195 

185.107 

191,519 

6,412* 


88.448.218 

84.850,010 

3,598,208 

1,443.361 

1.156,696 

286,665 

49,765 

1.512.819 

35,493 

1,512.819* 

14,272 

1.309.587 

1,285,426 

24,161 

1,105,532 

47,009 

S75.922 

62,19S 

229.610 

15,189* 

3.955,254 

4,928,554 

973,300* 

4.586,109 

94,012 

4,906,229 

30,732 

320,120* 

63.280 

4.680.121 

$97,083,593 

4.936,961 

$94,715,525 

256,840* 

$2,368,068 


* Decrease. 
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Liabilities 


Capital Stock 

Preferred Stock (a) . 

Common Stock (b) . 

Total Capital Stock . 

Long Term Debt 

Bonds . 

Notes Payable—Long Term . 

Total Long Term Debt. 

Current Liabilities 

Notes Payable . 

Accounts Payable . 

Customers Deposits . 

Interest and Taxes Accrued. 

Other Current Liabilities. 

Total Current Liabilities. 

Deferred Credits 

Customers Advances for Construction 
Deferred Profit on Long Term Mer¬ 
chandise Sales . 

Total Deferred Credits . 

Reserves 

Depreciation Reserve . 

Reserve for Injury and Damage Claims 
Other Reserves . 

Total Reserves . 

Contributions in Aid of Construc¬ 
tion . 

Surplus 

Capital Surplus . 

Earned Surplus. 


* Decrease 


f -Dec cm 

1940 

ber 31-v 

1939 

Increase 

$19,215,764 

16,637.260 

$19,215,883 

16.637.260 

$ 119* 

35.853,024 

35,853,143 

119* 

37.500.000 

2.860.000 

37,500.000 

3.430.000 

570.000* 

40,360,000 

40,930,000 

570 000* 

570.000 

736.887 

286.019 

2.088.983 

118.082 

570.000 
598.119 
246.754 
1.526.605 
113.444 

138.768 

39.265 

562.378 

4.638 

3.799.971 

3,054,922 

745,049 

31,937 

29,830 

2,107 

35.538 

69,475 

33,937* 

67,475 

99,305 

31,830* 

9,410.612 

419.0S9 

7,370 

7.900.3S0 

377.270 

12,063 

1,510,232 

41,819 

4.693* 

9.S37.071 

8,2S9,713 

1,547,358 

14,270 


14,270 

299,136 
6,852,646 

299.136 

6.1S9.306 

663.340 

$97,083,593 

$94,715,525 

$2.36S,06S 


(a) Represented by 195,288-4/6 shares (1939—195,289-5/6 shares) of no par 
value $6 Dividend Preferred Stock including 22-4/6 shares (1939—41-5/6 
shares) reserved for exchange of scrip and shares of prior issues not yet sur¬ 
rendered for exchange. 

(b) Represented by 2,7SS,445 shares of no par value including 140 shares reserved 
for exchange of scrip outstanding. 
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Engineers* Exhibit No. 10. 
[Document No. 178—R. pp. 6487-6488] 

VIRGINIA ELECTRIC AND POWER COMPANY 

Income Statement 


Year Year 

1940 1939 Increase 

Operating Revenues 

Electric . $14,909,800 $13,774,999 $1,134,801 

Gas . 1.054.987 947.632 107.355 

Railway . 2.447.109 2,285.589 161.520 

Bus . 2.5S0.317 2.345,806 234.511 

Total . 20,992,213 19,354,026 1,638,187 

Operating Expenses 

Electric . 5.479.876 5,168.817 311,059 

Gas . 507,085 435,306 71,779 

Railway . 1.585.694 1.528.836 56.858 

Bus . 1,889.403 1,782,032 107,371 

Total . 9.462,058 8,914,991 547,067 

Net Operating Revenues 

! Electric . 9.429.924 8.606,182 823,742 

! Gas . 547,902 512,326 35.576 

; Railway . 861,415 756,753 104,662 

Bus . 690,914 563,774 127,140 

Total . 11,530,155 10,439,035 1,091,120 

Taxes . 3.253,172 2,606,127 647,045 

Balance . 8,276,983 7,832,908 444,075 

Non-Operating Income 

—Net . 54,002* 21,072* 32,930* 

Balance .. 8,222,981 7,811,836 411,145 

Interest and Amortiza¬ 
tion _ 1,761,664 1,737,976 23,688 

Balance . 6,461,317 6,073,860 387,457 

Depreciation . 2,332,724 2,240,242 92,482 

I Balance _ $ 4,128,593 $ 3,833,618 $ 294,975 


* Decrease or deficit. 

Allocation of Expenses Between Departments 

Certain facilities of the company are allocated to the plant account 
of a particular department because the primary use is for that depart¬ 
ment, or because the equipment is situated in the midst of property 
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belonging to that department, but such facilities are also used for the 
joint benefit of more than one department. In such cases, no charge 
other than a sharing of operating expenses is made to the other 
departments. In such cases, operating expenses are allocated on a 
basis of estimated use by the respective departments. 

Certain employees of the company are engaged in work which 
applies to more than one department. The salaries of such employees 
have been allocated between departments on the basis of the net rev¬ 
enue before taxes and depreciation of the respective departments. 
Payments to Engineers Public Service Company, Inc. under the ser¬ 
vice agreement and to the Employees’ Benefit Association, are allo¬ 
cated on the same basis. 

The total expense of operating the automotive equipment used in 
the automobile pool is allocated on the basis of the mileage use by the 
respective departments. 

The Transportation Department furnishes without cost, transpor¬ 
tation to the employees of all departments of the company. The street 
railway department receives all of its electric energy requirements 
from the Electric Department, and this service is charged for on the 
basis of the average switchboard cost, which includes some purchased 
power and transmission expenses. 
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Engineers’ Exhibit No. 20. 
[Document No. 188—R. p. 6503] 

VIRGINIA ELECTRIC AND POWER COMPANY 


Jointly Used Property 


General Office Buildings 

Richmond. 

Petersburg . 

Norfolk . 


Book 

Value 

$974,000 

148,000 

506,000 

Plant 

Account 

Electric 

Electric 

Electric 

Office Furniture and Equipment 

Richmond. 

Petersburg . 

Norfolk . 

Portsmouth . 


140.9S7 

13,378 

73.725 

5,145 

Electric 

Electric 

Electric 

Electric 

Automobiles 




General Office Pools 

Richmond — 23. 

Petersburg — 6. 

Norfolk — 15. 

Portsmouth — 4. 


17,831 

4,190 

10,537 

2,65S 

Electric 

Electric 

Electric 

Electric 

Combination Service Trucks 

Norfolk — 4. 

Norfolk — 2. 

Tovecr Trucks — 2. 


2,S55 

1,749 

8,282 

Electric 

Gas 

Electric 

Garage Buildings 

Richmond. 

Norfolk. 


46,000 

202,000 

Electric 

Electric 

Garage Equipment 

Richmond. 

Norfolk. 


3,600 

2,900 

Electric 

Electric 

Storerooms 

Richmond. 

Norfolk . 


161,954 

11,675 

Electric 

Electric 

Stores Equipment 

Richmond. 

Petersburg . 


12,000 

1,200 

Electric 

Electric 

Heating Plant 

Richmond. 


f 19,395 
( 14,160 

Electric 

Bus 

Manholes . 


118,500 

Electric 

Rights-of-\Vay .. 


281,395 

Railway 


Poles . Not Available 
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Engineers’ Exhibit No. 35. 
[Document No. 203—R. p. 6562] 

VIRGINIA ELECTRIC AND POWER COMPANY 

Transportation 
Miles Operated 


Years 

Railway 

Bus 

Total 

% Railway 
to Total 

% Bus 
to Total 

1925. 

. 16,644,774 

*619,700 

17,264,474 

96.4 

3.6 

1926. 

. 16,496,298 

6,019,132 

22,515,430 

73.3 

26.7 

1927. 

. 15,524,190 

7,446,830 

22,971,020 

67.6 

32.4 

1928. 

. 14,754,404 

7,794,382 

22,548,786 

65.4 

34.6 

1929. 

. 14,598,069 

7,861,489 

22,459,558 

65.0 

35.0 

1930. 

. 14,127,426 

7,945,125 

22,072,551 

64.0 

36.0 

1931. 

. 12,861,588 

7,958,790 

20,820,378 

61.8 

38.2 

1932. 

. 11,176,065 

8,163,700 

19,339,765 

57.8 

42.2 

1933. 

. 10,277,651 

8,105,608 

18,383,259 

55.9 

44.1 

1934. 

. 9,928,058 

8,520,033 

18,448,091 

53.8 

46.2 

1935. 

9.145,856 

9,014,463 

18,160,319 

50.4 

49.6 

1936. 

. 8,748,382 

10,173,535 

18,921,917 

46.2 

53.8 

1937. 

8,342,032 

11,320,399 

19,662,431 

42.4 

57.6 

1938. 

7,813,919 

11,558,875 

19,372,794 

40.3 

59.7 

1939. 

7,704,667 

11,564,398 

19,269,065 

40.0 

60.0 

1940. 

7,908,533 

11,744,377 

19,652,910 

40.2 

59.8 


* Limited bus operations started late in 1925. 
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Engineers’ Exhibit No. 36. 
[Document No. 204—R. p. 6563] 





















Engineers’ Exhibit No. 37. 

[Document No. 205—R. p. 6564] 

VIRGINIA RAILWAY AND POWER COMPANY 

(Name Changed to Virginia Electric and Power Company Nov. 1, 1925) 

Railway and Trackless Trolley Statistics 
December 31, 1924 


Districts 

Richmond Petersburg Interurban 

Norfolk 

Portsmouth 

Total 

Operated Track Miles. 

(Equivalent Single Track) 

84.96 

13.49 

21.02 

89.48 

18.12 

227.07 

Railway Route Miles. 

62.46 

9.95 

22.21 

79.94 

16.28 

190.84 

Trackless Trolley Route Miles. 

.... 

2.88 

•••• 


.... 

2.88 

Total Route Miles. 

62.46 

12.83 

22.21 

79.94 

16.28 

193.72 

Double Truck Railway Cars. 

130 

.... 

16 

139 

13 

298 

Single Truck Railway Cars. 

184 

22 

— 

80 

18 

304 

Total Railway Passenger Cars. 

314 

22 

16 

219 

31 

602 

Trackless Trolley Cars. 

.... 

4 

.... 

.... 

.... 

4 


Notes : The route miles of a line is equal to one-half of the round trip mileage on that line. 
Service cars and trucks for use in maintenance work available in each district. 


Engineers’ Exhibit No. 38. 

[Document No. 206—R. p. 6565] 

VIRGINIA ELECTRIC AND POWER COMPANY 

Railway and Bus Statistics 
December 31, 1940 


Districts 

Richmond 

Petersburg Interurban 

Norfolk 

Portsmouth 

Total 

Operated Track Miles. 

68.24 



64.14 


132.38 

(Equivalent Single Track) 

Railway Route Miles.- 

53.60 



47.58 


101.18 

Bus Route Miles__— 

69.95 

12.53 

44.90 

62.17 

35.11 

224.66 

Total Route Miles-- 

123.55 

12.53 

44.90 

109.75 

35.11 

325.84 

Double Truck Railway Cars..... 

121 


,,,, 

63 


184 

Single Truck Railway Cars- 

51 

— 

.... 

36 

— 

87 

Total Railway Passenger Cars.. 

172 


.... 

99 

.... 

271 

Passenger Buses—30 or More Cap— 

102 



55 


157 

Passenger Buses—17 to 29 Cap.- 

56 

14 

5 

48 

50 

173 

Total Passenger Buses---—.. 

158 

14 

5 

103 

50 

330 


! Notes : In addition to above there are on order 

4 double truck street cars for Richmond. 

10 buses for Richmond. 

15 buses for Norfolk. 

10 buses for Portsmouth. 

The route miles of a line is equal to one-half of the round trip mileage on that line. 
Service cars and trucks for use in maintenance work available in each district. 
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Engineers’ Exhibit No. 39. 
[Document No. 207—R. p. 6566] 




VIRGINIA ELECTRIC AND POWER COMPANY 
TRANSPORTATION 
TREND IN PASSENGER REVENUE 













Engineers’ Exhibit No. 40. 
[Document No. 208—R. p. 6567] 


VIRGINIA ELECTRIC AND POWER COMPANY 


Transportation 


Total Passenger Revenue and Pass Revenue 


Year 


Railway 


—Total Passenger Revenue- 
Bus 


Total 


Railway 


-Pass Revenue- 
Bus 


Total 


Per Cent 
Pass 
Revenue 
to Total 
Passenger 
Revenue 


Per Cent 
of Total 
Passenger 

,-Revenue-\ 

Railway Bus 


1927. 

. $4,482,394 

$1,567,775 

1928. 

4,278,884 

1,719,630 

1929. 

4,181,615 

1,761,440 

1930. 

3,799,734 

1,694,783 

1931... 

3,298,668 

1,699,100 

1932. 

2,545,873 

1,566,288 

1933. 

2,263,321 

1,439,012 

1934. 

2,383,639 

1,632,983 

1935. 

2,247,261 

1,702,039 

1936. 

2,299,366 

1,949,191 

1937. 

2,266,793 

2,147,956 

1938. 

2,192,304 

2,229,314 

1939. 

2,276,843 

2,333,954 

1940. 

2,443,816 

2,569.698 


$6,050,169 

$ 206,811 

$ 98.722 

5,998,514 

219,837 

122,010 

5,943,055 

219,338 

128,279 

5,494,517 

207,082 

124,648 

4,997,768 

185,285 

135,967 

4,112,161 

295,216 

213,585 

3,702,333 

383,778 

262,190 

4,016,62 2 

441,991 

313,999 

3,949,300 

469,776 

343,957 

4,248,557 

510,488 

376,634 

4,414,749 

531,646 

419,160 

4,421,618 

527,718 

449,129 

4,610,797 

555,357 

474,053 

5,013,514 

596,479 

504,090 


$ 305,533 

5.05 

74.09 

25.91 

341,847 

5.70 

71.33 

28.67 

347,617 

5.85 

70.36 

29.64 

331,730 

6.04 

69.16 

30.84 

321,252 

6.43 

66.00 

34.00 

508,801 

12.37 

61.91 

38.09 

645,968 

17.45 

61.13 

38.87 

755,990 

18.82 

59.34 

40.66 

813,733 

20.60 

56.90 

43.10 

887,122 

20.88 

54.12 

45.88 

950,806 

21.54 

51.35 

48.65 

976,847 

22.09 

49.58 

50.42 

1,029,410 

22.33 

49.38 

50.62 

1,100,569 

21.95 

48.74 

51.26 


Notes: $ 1.25 weekly pass introduced in Richmond on July 1, 1932. , . „ * « t i ta lot? 

$075 shoppers pass introduced in Richmond on December 6, 1931 and introduced «n Norfolk on July 18, 1932. 
$1.50 weekly pass introduced in Norfolk January 1, 1927 and reduced to $1.25 on July 1, 1932. 
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Engineers’ Exhibit No. 63. 
[Document No. 233—R. pp. 6623-6630] 


VIRGINIA ELECTRIC AND POWER COMPANY 

Report on Departmental Income Statement for the 
Year Ended December 31, 1940 
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Lybrand, Ross Beos. & Montgomery 
Certified Public Accountants 
90 Broad Street 
New York 


May 1, 1941. 


Virginia Electric and Power Company, 

Richmond, Virginia. 

Dear Sirs: 

In accordance with your instructions we have reviewed 
the income statement of the company for the year ended 
December 31, 1940 for the purpose of segregating the net 
income of $4,128,593.29 shown thereon between the operat¬ 
ing departments of the company. 

The method of accounting employed by the Company 
provides for the departmentalization of all accounts which 
clear into the income statement, except those representing 
the items of depreciation, other income, and interest and 
amortization. A number of joint accounts are maintained 
for certain types of expenses which benefit more than one 
department and such accounts are accumulated and dis¬ 
tributed monthly to the departments concerned on a pre¬ 
determined apportionment basis depending upon the nature 
of the account and the extent of the benefits. The general 
apportionments used by the company are based upon either 
(a) departmental operating revenues, less operating 
expenses (exclusive of depreciation and taxes), or (b) 
departmental operating revenues. In either case the 
apportionment is determined by the figures of the pre¬ 
ceding year. 

[R. p. 6625] Notwithstanding our careful consideration 
we have been unable to find any substantial support for 
basis (a). Alternatively, we believe that basis (b) has more 
widespread sanction and gives more complete recognition to 
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all the factors which should properly be considered where a 
general basis of apportionment needs to be restored to. 
Accordingly, in the accompanying statements we have made 
adjustments which we feel to be equitable in the substitution 
of basis (b) for basis (a) where the latter has been used in 
the company's accounting. 

The total depreciation provided in the accounts has 
been allocated to departments in the same manner in which 
we are advised the total provision has been built up by 
the company, that is, by the use of the following rates: 

Electric . 2}4% 

Gas. 2 

Transportation: 

Railway. 6 Y 2 % 

Bus: 

Buses . 1.S6? per bus mile 

traveled 

Other bus property. 3% 

Autos and trucks (Transportation 
Clearing Account). 15% 

Other income and interest and amortization have been 
allocated to departments on bases which we believe to be 
reasonable giving due weight to the circumstances in each 
case. 

Other adjustments which have been made, as described 
on the statement on page 6 hereof, are of two classes. One 
class represents adjustments to account for electricity used 
[R.,p. 6626] interdepartmentally at rates which the com¬ 
pany believes to be more satisfactory than those previously 
used. The other class covers items of services or facilities 
of one department rendered to or used by other depart- 
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[R. p. 6627] VIRGINIA ELECTRIC AND POWER COMPANY 

Departmental Income Statement 
Year Ended December 31, 1940 


Operating Revxues--- 

Operating Expenses and Taxes (exclusive of depreciation): 

Operations---—- 

Maintenance . i - 

Taxes—Federal income and capital stock... 

—Other --- 

Total -- 

Net operating revenues per books, before de¬ 
preciation _ 

Depreciation Allocated to Departments (see Note)_ 

Adjustments : 

Reapportionment of joint expenses- 

Interdepartmental services ... 

Joint use of facilities____ 

Reallocation of federal income and capital stock taxes. 

Total -- 

Net operating revenues, as adjusted_ 

Other Income .. 


Interest and Amortization:- 

Interest on long-term debt__ 

Other interest -1- 

Amortzation of discount and expense. 

• Total interest and amortization_ 

Net income _ 


Electric 

Total Department 


$20,992,213.12 

$14,909,799.88 

$ 7,800,753,90 
1,661,304.08 
1,385,300.00 
1,867,871.91 

$ 4,746,095.74 
733,780.45 
1,308.648.00 
1,380,193.63 

$12,715,229.89 

$ 8,168,717.82 

$ 8,276,98323 

$ 6,741,082.06 

$ 2,33^,724.00 

$ 1,401,808.00 


89210.90* 

25,510,31* 

28,525.41* 

68,250.38* 

$ 2,332,724.00 

$ 1,190,311.00 

$ 5,944,259.23 

$ 5,550,771.06 

54,002.21* 

53,213.04* 

$ 5,890,257.02 

$ 5,497,558.02 

$ 1,425,375.05 
16,167.80 
320,120.88 

$ 1,257,243.80 
13,625.00 
279,113.40 

$ 1,761,663,73 

$ 1,549,98220 

$ 4,128,593.29 

$ 3,947,575.82 


Gas 

Department 

Transportation 

Department 

$1,054,987.15 

$5,027,426.09 

$ 426,268.17 

$2,628,389.99 

80,816.89 

846,706.74 

76,652.00 


80,709.66 

406,968.62 


$ 664.446.72 $3,882,065.35 


$ 390,540.43 $1,145,360.74 


$ 110,226.00 

$ 820,690.00 

1,14120* 

90,35220 

11,021.65 

14,488.66 

11,544.42 

16,980.99 

19,99323* 

88,243.61 

$ 111,657.54 

$1,030,755.46 

$ 278,882.89 

$ 114,605.28 

1,108.38 

1,897.55* 

$ 279,99127 

$ 112,707.73 

$ 109,856.25 
2,542.80 

$ 58,275.00 

26,794.12 

14,21326 

$ 139,193.17 

$ 72,488.36 

$ 140,798.10 

$ 40,219.37 


Note : The amounts provided for depreciation during 1940 were approximately $242,000 less than the depreciation deductions claimed 
on the federal income tax return of the company. In addition to the amounts shown above as depreciation, the company accrued 
$67,276 for depreciation on automobiles and trucks and assigned such depreciation to other accounts. 

* Denotes red figures in original. 
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ments for which no accounting has heretofore been made 
between the departments concerned. 

We are appending hereto the following statements for 
the year ended December 31,1940: 

Departmental Income Statement 
Transportation Department Income Statement 
Analysis of Interdepartmental Adjustments 

which, in our opinion, reflect a reasonable allocation between 
departments of the net income shown by the income state¬ 
ment of the company for the year ended December 31,1940, 
concerning which we expressed our opinion under date of 
March 1, 1941 in connection with our examination of the 
financial statements of the company as at that date. 

Very truly yours, 

(s) Lybrand, Ross Bros. Montgomery. 
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[R. p. 6628] VIRGINIA ELECTRIC AND POWER COMPANY 

Transportation Department Income Statement 
Year Ended December 31, 1940 


Railway Bus 

Total Division Division 


Operating Revenues . $5,027.426.09 $2,447,109.53 $2,580,316.56 

Operating expenses and taxes (exclusive of 
depreciation) : 

Operations . $2.62S.3S9.99 $1,125,972.55 $1,502,417.44 

Maintenance . 846,706.74 459,721.44 386,985.30 

Taxes _ 406,968.62 160,393.77 246,574.85 

Total . $3,882,065.35 $1,746,087.76 $2,135,977.59 


Net operating revenues per books, 


— 



before depreciation . 

$1,145,360.74 

$_ 

701,021.77 

$ 444,338.97 

Depreciation ... 

$ 820,690.00 

$ 583,342.00 

$ 237,348.00 

Adjustments : 





Rcapportionment of joint expenses. 

90.352.20 


31.2S8.30 

59,063.90 

Interdepartmental services . 

14,488.66 


63,112.10 

48,623.44* 

Joint use of facilities.. 

16.980.99 


10,011.07 

6,969.92 

Federal income and capital stock taxes. 

88.243.61 


64,554.98 

23,688.63 

Total . 

$1,030,755.46 

$_ 

752,308.45 

$ 278.447.01 

Net operating revenues, as adjusted 

$ 114.605.28 

7 

51,286.68* 

$ 165,891.96 

Other Income . 

1,897.55* 


4,241.39 

6,138.94* 

Balance ... 

$ 112,707.73 

7 

47,045.29* 

$ 159,753.02 

Interest and Amortization : 





Interest on long-term debt.. 

$ 58,275.00 



$ 58,275.00 

Amortization of discount and expense_ 

14.213,36 



14,213.36 

Total interest and amortization_ 

$ 72,488.36 



$ 72,488.36 


Net income_ $ 40,219.37 $ 47,045.29* $ 87,264.66 


* Denotes red figures in original. 
















[R. p. 6629] VIRGINIA ELECTRIC AND POWER COMPANY 

Analysis of Interdepartmental Adjustments 
For the Year Ended December 31, 1940 


Electric 

Department 


Gas 

Department 


--Transportation Department- 

Railway Bus 

Total Division Division 


Reapportionment of joint expenses: 

Reapportionment on basis of gross o|>erating revenues 


ot prior year. 

Reapportionment of company’s contributions to Employees' 
Benefit Association on liasis of membership from each 
department. 

$ 75,379.72* 

13,831.18* 

$ 89,210.90* 

$ 449.75* 

691.55* 

$ 1,141.30* 

$ 75,829.47 

14,522.73 

$ 90,352.20 

$ 24,372.71 

(\ 01 1 10 

$51,456.76 

7 fiM 1 d 

Total . 

0,710.0/ 

$ 31,288.30 

/,UU/. l*t 

$59,063.90 

Interdepartmental services: 

Electricity furnished to other departments. 

$229,308.67* 

112.915.34* 

$116,393.33* 

5,197.20 

83,610.49 

2.075.33 

$11,144.67 

5,331.70 

$ 5,812.97 

5,581.32* 

10,790.00 

$218,164.00 

107,583.64 

$110,580.36 

384.12 

94,400.49* 

2,075.33* 

$218,164.00 

107,583.64 

$110,580.36 

184.38 

46.532.74* 

1,119.90* 


Less, Portion accounted for on books. 


Balance to be accounted for. 

Gas furnished to other departments. 

$ 199.74 

47,867.75* 
955.43* 

Free transportation furnished to employees. 

Car and bus advertising. 

Total . 

$ 25,510.31* 

$11,021.65 

$ 14,488.66 

$ 63,112.10 

$48,623.44* 

Joint use of facilities: 

General office buildings and storerooms. 

Jointly used poles and rights-of-way. 

$ 19,633.00* 
3,927.50* 
915 35* 

$10,721.00 

$ 8,912.00 
3.927.50 
915.35 
3,226.14 

$ 3,691.00 
3,927.50 
915.35 
1,477.22 

$ 5,221.00 

Jointly used manholes. 



General office and storeroom furniture and equipment 

4,049.56* 

823.42 

1,748.92 

Total . 

$ 28,525.41* 

$11,544.42 

$ 16,980.99 

$ 10,011.07 

$ 6,969.92 


* Denotes red figures in original. 


Engineers' Exhibit No. 63 (Cont.) 
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Engineers’ Exhibit No. 98. 
[Document No. 268—R. p. 7105.] 


BATON ROUGE BUS COMPANY, INC. 


Comparative Income Statement 


Operating revenues: 

Transportation department. 

Operating expenses and taxes: 

Operation . 

Maintenance. 

Depreciation . 

Taxes—Federal income (a). 

—Other. 

Total . 

Net operating revenues. 

Other income—net loss. 

Balance . 

Interest . 

Balance for capital stock and surplus 


1940 1939 

Dec. 31,1940 Dec. 31,1939 


$275,148.28 $268,925.02 


$156,670.91 

$157,647.35 

30.958.52 

27,257.46 

27,456.41 

26,497.41 

10.460.00 

9,380.00 

14,541.77 

15,563.06 

$240,087.61 

$236,345.28 

$ 35,060.67 

$ 32,579.74 

122.07 

116.40 

$ 34.938.60 

$ 32,463.34 

.82 

—0— 

$ 34.937.78 

$ 32,463.34 


Comparative Earned Surplus Statement 


1940 

Earned surplus at beginning ot year. $ 20.756.27 

Balance for capital stock and surplus, as alx>ve. 34,937.78 

Total . $ 55,694.05 

Deduction: 

Common dividends declared. $ 25.000.00 

Earned surplus at end of year. $ 30,694.05 


1939 

$ 13,292.93 
31,463.34 

$ 45,756.27 j 

$ 25,000.00 
$ 20,756.27 
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Comparative Balance Sheet 

Dec. 31,1940 Dec. 31,1939 

Assets : 

Plant and other investments: 

Utility plant (including intangibles), at cost.... $271,747.10 $256,743.66 
Investment in associated company, at cost. 495.00 480.00 

Total plant and other investments. $272,242.10 $257,223.66 

Current assets: 

Cash in bank and on hand. $ 97,601.21 $ 78,S92.37 

Accounts receivable from miscellaneous sources. 3,591.42 3,607.04 

Materials and supplies, at cost or written-down 

amounts. 5,673.23 5,521.05 

Prepayments. S70.46 1,224.93 

Total current assets. $107,736.32 $ S9.245.39 

$379,978.42 $346,469.05 

Liabilities : 

Capital stock, no par value; authorized and out¬ 
standing 2.000 shares . $1S0.000.00 $180,000.00 

Current liabilities: 

Accounts payable. $ 7,006.24 $ S,703.25 

Accounts payable to associated company. 455.62 561.21 

Accrued taxes . 13,714.18 13,887.05 

Other current liabilities. 150.00 150.00 

Total current liabilities. $ 21,326.04 $ 23,301.51 

Reserves: 

Depreciation reserve . $134,137.18 $106,680.77 

Reserve for injury and damage claims. 13.S21.15 15.730.50 

Total reserves . $147,958.33 $122,411.27 

Earned surplus. $ 30,694.05 $ 20,756.27 

$379,978.42 $346,469.05 

(a) The Company does not consider that it has any liability under the Excess Profits 
Tax Act of 1940. 



















793 


Engineers* Exhibit No. 99. 

[Document No. 269—R. p. 7106] 

Tabulation of Estimated Total Cost Per Month to Baton Rouge 
Bus Company, Inc. to Replace Employees Presently 
Used Jointly With Gulf States Utilities Company. 


President and General Manager. $400 per Mo. 

Treasurer . 300 per Mo. 

Stenographer and Secretary. 125 per Mo. 

Chief Clerk . 200 per Mo. 

Senior Bookkeeper . 150 per Mo. 

Junior Bookkeeper . 125 per Mo. 

Stenographer-typist . 100 per Mo. 

Claim Investigator . 100 per Mo. 


Total . $1500 per Mo. 


Engineers’ Exhibit No. 100. 
[Document No. 270—R. p. 7107] 

GULF STATES UTILITIES COMPANY 

Water Properties Operated December 31, 1940, Their 
Capacity and Number of Customers Served. 


Calvert, Texas . 

Daily Pumping 
Capacity 
Thousand Gals. 

3,600 

Estimated 

Population 

2,500 

Customers 
December 
31. 1940 

365 

Franklin, Texas . 

576 

1,100 

272 

Navasota, Texas. 

1,728 

6,300 

803 

Orange, Texas . 

5,328 

9,500 

1,696 

Carencro, La. 

432 

850 

152 

Denham Springs, La. 

209 

1,200 

159 

Lake Charles, La. 

11,640 

23,000 

4,312 


23,513 

44,450 

7,759 



















Engineers’ Exhibit No. 119. 
[Document No. 289—R. p. 7191] 


GULF STATES UTILITIES COMPANY 
Departmental Income Statement—Year Ended 12-31-40 


Operating Revenues . 

Total 

$10,733.46777 

Electric 

$9,740,738.52 

Gas 

$638,711.08 

Water 

$235,375.40 

Ic« 

$118,642.77 

Operating Expenses & Taxes: 
(Exclusive of Depreciation) 

Operation . 

Maintenance . 

Taxes: Federal Income & Capital 

Stock . 

Other . 

3.319,26274 

584,278.04 

722,998.00 
960.75574 

2,839,498.31 

506,665.00 

676.09070 

873,969.38 

324.663.23 

23,926.03 

42,548.90 

40,251.48 

72,195.01 

24,977.35 

4,358.40 

37,418.97 

82,906.19 

28,709.66 

-0— 

9,115.91 

Total . 

5.587,294.52 

4,896,223.39 

431.389.64 

138,94973 

120,731.76 

Net Operating Revenues per Books— 
before Depreciation . 

$ 5.146.173.25 

$1,844,515.13 

$207,321.44 

$ 96,425.67 

$ 2,088.99* 

Depreciation Allocated to Departments 

Adjustments . 

Joint use of facilities.. 

Interdepartmental services . 

Re-allocation of salaries &• ex- 
Ijcnses of supervisory personnel.. 
Re-allocation of federal income & 
capital stock taxes. 

$ 1.456.92971 

$1,347,929.71 

21.086.52* 

16,249.74* 

1,203.23* 

4,973.42 

$ 38,000.00 
12.156.41 
183.62 

2,72879 

2,856.31* 

$ 39,000.00 
5,00276 
5,202.01 

671.05* 

2,117.11* 

$ 32,000.00 
3,927.35 
10,864.11 

854.51* 

Total . 

$ 1,456,92971 

$1,314,363.64 

$ 50.212.51 

$ 46,416.61 

$ 45,936.95 

Net Operating Revenues as adjusted. 

$ 3,689,243.54 

$3,530,151.49 

$157,108.93 

$ 50,009.06 

$ 48,025.94* 

Other Income . 

16.985.97 

1,060.19* 

6.889.17 

293.85* 

11,450.84 

Balance . 

$ 3,706.229.51 

$3,529,091.30 

$163,998.10 

$ 49,715.21 

$ 36,575.10* 

Interest & Amortization: 

Interest on Long-Term Debt. 

Other Interest . 

Amortization . 

$ 1,061,200.00 
14.750.26 
203,944.92 

$1,003,895.20 

12,847.51 

192,931.89 

$ 28,334.04 
1,412.59 
5,445.33 

$ 28,97076 
490.16 
5,56770 

$ .... 

Total . 

1,279,895.18 

1,209,674.60 

35,191.96 

35,028.62 

-0- 

Net Income. 

$ 2,426,334.33 

$2,319,416.70 

$128,806.14 

$ 14,686.59 

$ 36,575.10* 
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Engineers’ Exhibit No. 128. 

[Document No. 298—R. p. 7254] 

VIRGINIA ELECTRIC AND POWER COMPANY 
Value of Transportation Business 
Thousands of Dollars 

I. If Operation by Vepco Continued at 1940 Level for 15 


Years. 

Gross income—Lybrand report 5/1/41. $ 113 

Accrual for Railway depreciation. $ 583 

Estimated annual replacements. 50 

Depreciation accrual available for return of capi¬ 
tal . 533 


Estimated expenses now borne by and 
services furnished by transportation 
department which would have to be 
borne by other departments if trans¬ 
portation were sold. $ 244 

Less Federal income tax saving. 44 

200 

Transportation and Advertising furnished other 
departments—not cash revenue. 96* 

Annual incremental cash from transportation op¬ 
erations . $ 750 

Present worth @ 6% of annuity of $750 for fif¬ 
teen years (9.712). 7,284 

Present worth of business for sale 15 years hence 
@ $2,110 value determined below (.4173). 8S0 

Total present worth to Vepco.—. $S,164 

II. If Sold by Vepco. 

Net operating revenue before depreciation—Ly¬ 
brand 5/1/41 ... $ 935 

Value fully converted to bus operation estimated 

at 6 times above earnings. 5,610 

Cost of converting railway to bus 325 

buses ._. $2,500 

Abandonment expense; paving, etc. 1,000 3,500 

Estimated market value. $2,110 

Estimated Federal Income Tax saving to Vepco 
if sold in 1941 if tax rate is 30 % . 842 

Estimated sales realization. $2,952 


♦Indicates red. 
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Engineers’ Exhibit No. 176. 
[Document No. 346—R. p. 7500] 

EL PASO ELECTRIC COMPANY (TEXAS) 
MESILLA VALLEY ELECTRIC COMPANY 
EL PASO & JUAREZ TRACTION COMPANY 

Combined Income Statement 
(After intercompany eliminations) 
Showing Effect of Revised Allocations 
Year 1940 



Total 
Companies 
per Books 

Electric 

Transportation 
and Bridge 

Merchandise 

and 


Department 

Departments 

Jobbing 

Operating revenues . 

$3,457,534.58 

2.782.918.01 

674.616.57 


Operation . 

Maintenance . 

1.375.071.74 

1.048.500.49 

326.571.25 


192.770.67 

118.755.95 

74.014.72 


Depreciation .. 

416.099.87 

291.277.64 

124.822.23 


Taxes .^. 

4S5.922.17 

415.939.99 

69.982.18 


Net operating revenues. 

987.670.13 

908.443.94 

79.226.19 


Adjustments: 

Joint use of facilities . 

Interdepartmental services . 

Reallocation of salaries and ex¬ 
penses of personnel . 

Reallocation of capital stock 
and franchise taxes . 

Total Adjustments . 

Net operating revenues—adjusted 

Other income—net . 

9.661.49 

7.298.75* 

6.474.00* 

6.086.69* 

1.332.32? 

18.527.12* 

926.971.06 

10,966.69? 

107.99? 

5.115.40? 

9.817.87* 

1,332.32* 

5.926.80* 

85.152.99 

1.428.60? 

22,056.78 

Balance . 

Adjustments: 

Joint use of facilities. 

Interdepartmental service . 

Reallocation of salaries and ex¬ 
penses of personnel . 

Miscellaneous adjustments . 

997.331.62 

2.675.14* 

1.749.13? 

7.190.76? 

1.358.60? 

15,904.56? 

926.01? 

Other income—net—adjusted . 


8.291.55? 

3,177.73? 

3.323.15? 

Balance—adjusted . 


918.679.51 

81.975.26 

3,32115? 

Interest and Amortization. 

489.249.46 

479.755.60 

9.493.86 

Balance . 

$ 508.082.16 

438.923.91 

72.481.40 

3.323.15? 


♦Indicates credit 
# Indicates deficit or charge 
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Engineers’ Exhibit No. 185. 
[Document No. 355—R. p. 7522] 
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Engineers’ Exhibit No. 186. 
[Document No. 356—R. p. 7523] 




MDS OF DOLLARS 


GROSS EARNINGS 

I 
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Engineers’ Exhibit No. 187. 

[Document No. 357—R. pp. 7524-7525] 

EL PASO ELECTRIC COMPANY (DELAWARE) 

AND SUBSIDIARIES 

Value of Transportation Business 
Thousands of Dollars 

I If Operation by Company Continued at 1940 Level for Ten Years 

Gross income—Engineers’ Exhibit 176. 82 

Accrual for Railway and Bridge Depreciation. 101 

Less estimated accrual for bridges. 12 

~S9 

Accrual required for bus replacements after substitu¬ 
tion of buses for Fort Bliss Line (after 1944). 14 

Depreciation accrual available for return of capital. 75 

Estimated expenses and charges now borne by trans¬ 
portation department which would have to be borne 
by the electric department if transportation were sold 29 
Less Federal income tax saving. 9 

20 

Annual increment cash from transportation operations. 177 

Present worth @ 6% of 177 for 10 years (7.36). $1,303 

“ “ of business for sale 10 years hence @ $902 

value determined below (.56). 505 

Total present worth to El Paso Electric Company (Delaware) $1,808 


7/3/41 
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II If Sold by Company 

i Xet operating revenue before depreciation Engineers’ Exhibit 

: Value fully converted to bus operation estimated at 6 times 
above earnings . 

Cost of converting to bus operation 


Buses . 360 

Garage . 75 

Abandonment expense net. 42 

Total market value. 


i Net current assets El Paso and Juarez Traction Company. 

Estimated market value. 

Estimated Federal income tax saving if sold in 1941 if tax 
rate is 30% 

a. El Paso and Juarez Traction Company 


Value of property. 765 x 47 — 174 

207 

Net current assets. 137 

Total market value. 311 

Tax cost of El Paso (Delaware). 311 

Tax saving to El Paso (Delaware). 0 

b. El Paso Electric Company (Texas) 

Tax base transportation assets. 771 

Sale price “ . 765-174 591 

Tax loss “ ... ISO 

Tax saving 30%. 

Estimated sales realization. 


207 

1,242 


477 

765 

137 

902 


54 


956 
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Engineers’ Exhibit No. 202. 
[Document No. 372—R. pp. 7557-7608] 


VIRGINIA ELECTRIC and POWER COMPANY 


Recommendations as to Methods of Allocating Expenses 
to Electric, Gas and Transportation Departments 
and to Merchandise and Jobbing Activities 



S02 


I Engineers’ Exhibit No. 202 (Cont.) 

[R. p. 7559] Lybrand, Ross Bros. & Montgomery 
I Certified Public Accountants 

90 Broad Street 
New York 


August 1, 1941. 


Virginia Electric and Power Company, 

Richmond, Virginia. 

Dear Sirs: 

In accordance with a resolution of the Board of Direc¬ 
tors of the company adopted at its meeting on May 14,1941 
we have made a further investigation of the allocation of 
expenses between the Electric, Transportation and Gas De¬ 
partments, for the purpose of making recommendations as 
to methods of allocation and the appropriate accounting 
procedure to reflect such allocations on the books of the 
company beginning July 1, 1941. 

At a later date we were requested to further extend our 
investigation to cover the merchandise and jobbing activi¬ 
ties of the company, with the object of formulating similar 
recommendations as to the allocation of expenses to such 
activities. 

,TTe have made such investigations, and submit our rec¬ 
ommendations, together with explanatory comments, under 
the various captions which follow. 

I. Pay Roll Allocations 


As at May 31, 1941 there were SIS employees of the 
company whose time was spent in the service of two or more 
of the operating [R. p. 7560] departments. Of this number 
308 employees regularly report on time vouchers, which 
furnish the basis for their pay roll allocation, and 69 employ¬ 
ees are engaged in functions which require their compensa- 
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tion to be charged wholly to stores or transportation 
clearing accounts. The remainder, or 441 employees, who 
were jointly serving more than one department, were given 
consideration as a subject for pay roll study. 

It was found that the nature of the services rendered 
by 214 of these 441 employees was such as to be unsuitable 
for recording on time reports for the purpose of depart¬ 
mental allocation. Such employees include: 

(a) Office building employees, telephone operators, wel¬ 

fare department employees, cashiers and trans¬ 
portation dispatchers, supervisors and clerks, 
whose services are too diversified to record on 
a classified time basis or lend themselves to other 
more satisfactory methods of classification; and 

(b) Certain secretaries and assistants, whose time 

would normally follow that of their principals; 
and 

(c) Claim department employees, because it was found 

that a four week study would be too short a 
period to be representative of that department’s 
direction of effort. 

The remaining 227 joint employees were requested to 
prepare daily time reports commencing on Monday, May 
19,1941, and continuing for a period of four weeks, for the 
purpose of showing their daily assignments of time to the 
respective operating departments of the company. 

These time reports were reviewed by us and discussed 
with officers of the company and with the department heads 
concerned. [K. p. 7561] For the most part the apportionment 
of time between departments was believed to be representa¬ 
tive of the employees’ yearly time or for the yearly time 
of a department as a whole. In certain instances where 
the four weeks’ period was not considered representative, 
adjustments or additional studies were made to offset the 
particular circumstances arising in the period covered by 
the time study. 
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The time reports for the individual employees were 
weighted with the salaries of the respective employees in 
order to arrive at a ratio of apportionment for each par¬ 
ticular department as a whole. 


i Operating Revenue Apportionments: Those depart¬ 
ments in Richmond with functions of a general nature 
affecting all operating activities of the company were 
grouped together to obtain a composite ratio of apportion¬ 
ment. Such grouping served the threefold purpose of pro¬ 
viding a more stable standard of apportionment because of 
its broader base, minimizing the effect of inequities which 
might result in individual cases from limiting the time 
studies to a four-week period, and avoiding the placing of 
an uneconomic burden on the pay roll department through 
th^ use of a multiplicity of individual or departmental 
ratios which would require review and adjustment from 
time to time. This group of approximately 90 employees 
consists of general executives, assistants and secretaries 
and the following departments in Richmond: 


[R. p. 7562] General accounting 
Pay roll 
| Tax 

Statistical 

Purchasing 


Insurance 

Stenographic 

Filing 

Mailing 

Messengers 


The composite ratio of apportionment of time of the 
employees in the above group was: 

! Electric 74.47% ; Gas 5.24% ; Railway 10.00%; Bus 
10.29%. 


Because of the relatively short period covered by the 
time study and also due to the fact that the apportionment 
between departments of time of a general nature was based 
on the judgment of the individual employees as to effort 
expended and benefits derived therefrom, it is apparent that 
the ratio thus developed might vary a few points from the 
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actual experience over a full year’s operation. Inasmuch 
as the above ratio differs only slightly from the ratio of 
gross operating revenues of the four departments of the 
company for the preceding year, namely : 

Electric 71.02% ; Gas 5.03% ; Railway 11.66% ; Bus 
12.29% 

we recommend that the ratio of gross operating revenues 
be used in apportioning the salaries of this general group 
of employees. The basis of gross operating revenues, as 
contrasted with a series of individual bases, lends itself 
more readily to periodic revision and eliminates the neces¬ 
sity of recurring time studies. 

The results of the studies made of the time or effort of 
other employees working for two or more departments 
indicate [R. p. 7563] that the apportionment of the salaries 
of a number of such employees should be in accordance with 
the ratio of gross revenues of the operating departments 
for which the employee works, on a system, division or 
district basis, depending upon the scope of the employee’s 
duties. Such employees are included in Appendix A hereto 
under the various classifications coming within the group 
heading “Basis of operating revenues.” 

Special Apportionments: The daily time reports sub¬ 
mitted by employees in the construction accounting depart¬ 
ment indicated the apportionment of the time of that de¬ 
partment as being: 

Electric 92%; Gas 3% ; Railway 3% ; Bus 2%. 

In the opinion of the head of that department this ratio is 
believed to be a more equitable distribution of the depart¬ 
ment’s time than the ratio of apportionment presently used, 
viz.: 

Electric 97%; Gas 1% ; Railway 1% ; Bus 1%. 
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During February, 1941 the company’s sales manager 
made a review of salary apportionments of all employees 
in the sales department. Changes in apportionment re¬ 
sulting from this review were made effective as of Febru- 
ary 15, 1941. We discussed this review and the revised 
apportionments with the sales manager and as a result we 
are satisfied that no further revisions need be made at this 
time in the apportionment of salary expense of the sales 
department, other than in the case of the three employees 
noted in Appendix A hereto. 

[R. p. 7564] The telephone operators whose salaries are 
subject to special apportionment are those who spend a part 
(approximately one-half) of their time in sorting cashiers’ 
coupons for the electric and gas departments. 

The salaries of welfare department employees have been 
apportioned to operating departments in the past on the 
basis of net operating revenues. Since the duties of these 
employees are concerned with all employees of the company 
we believe that the number of employees in each department 
offers a sounder basis of apportionment of the salary ex¬ 
pense of the welfare department, and recommend that that 
basis be adopted. 

We recommend that the salary of each office building 
employee be charged in its entirety to the respective operat¬ 
ing expense account pertaining to the building in which the 
employee works. These expense accounts should be cleared 
monthly to the various operating departments in proportion 
to the use which each department makes of the particular 
office building. Later herein the departmental ratio of use 
of each building will be discussed. 

The arrangement of the work done by the customers’ 
accounting department in the Norfolk office is such that 
various ratios must be used in order to make an equitable 
apportionment of salary expense between the electric and 
gas departments. Combination service men work entirely 
within that portion of the Norfolk district where both elec¬ 
tric and gas service is rendered. Contact clerks, unit book- 



807 


Engineers’ Exhibit No. 202 (Cont.) 

keepers, cashiers, bill deliverers, collectors and certain 
credit employees work on matters pertaining [R. p. 7565] 
to the Norfolk district only. Customers’ history and loca¬ 
tion record clerks, credit managers and meter readers work 
for both the Norfolk and Portsmouth districts. Meter 
record clerks maintain records for the entire Norfolk divi¬ 
sion excluding the Suffolk district. Billing clerks, verifiers 
and addressing clerks handle work for the entire Norfolk 
division. The ratios of apportionment therefor are de¬ 
pendent upon the scope of the employees’ duties. 

The relative number of electric and gas meters or electric 
and gas customers appears to offer an equitable basis of 
apportioning the salaries of the above group of employees. 
We recommend that the salaries of combination service 
men, meter readers and meter record clerks be apportioned 
on the basis of the relative number of meters and that the 
salaries of the balance of the employees designated above 
be apportioned in accordance with the ratio of customers 
served. It is obvious that the time required to handle a 
combination service, except in the case of meter record 
clerks, would be less than that required to handle two 
individual services. For the purpose of giving weight to 
this factor it has been estimated that the time required for 
a combination service would be approximately three-fourths 
of that required for two individual services. In arriving at 
the ratios shown on Appendix A hereto for these classes of 
employees meters and customers have been weighted ac¬ 
cordingly where combination services are involved. 

[R. p. 7566] We recommend that certain employees whose 
salaries are at present apportioned to more than one depart¬ 
ment be charged entirely to the electric department because 
of the fact that their time and effort is almost wholly 
devoted to the work of that department. Such employees 
include the general cashiers in the Richmond and Ports¬ 
mouth offices and the wholesale ledger clerks in the Norfolk 
office. 

The nature of the work of the claim department em¬ 
ployees is such that it is extremely difficult to arrive at 
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any statistical basis which might be used for the apportion¬ 
ment of salaries between operating departments. The daily 
tiijie voucher basis would provide the most satisfactory 
means for distribution of the pay roll of this department, 
and there would seem to be no practical reason against the 
adoption of such a basis. We accordingly recommend that 
this department be placed on a time voucher basis, with the 
exception of the general claim agent, his assistant (in Nor¬ 
folk) and one or two clerical employees, whose time could 
be apportioned on the composite ratio of those employees 
submitting daily time vouchers. 

Appendix A: Our recommendations as to the appor¬ 
tionment of the salaries of joint employees between the 
Electric and Gas Departments and the Railway and Bus 
divisions of the Transportation Department, which have 
been generally discussed and explained in the preceding 
paragraphs, are summarized in Appendix A hereto. 
It should be understood that the number of employees listed 
therein is based upon the pay roll as at May 31, 1941, and 
thaf; because of [R. p. 7567] pay roll changes the number of 
employees given does not necessarily represent the exact 
number of employees in each classification as at July 1,1941, 
the effective date of the proposed changes in accounting 
procedures. It also should be understood that in all cases 
gross operating revenues represent such revenues for the 
preceding calendar year. The ratios developed from the 
number of customers and meters are as at April 30, 1941, 
and might properly be used for the remainder of the year, 
unless a substantial change should occur meanwhile in the 
relation between the electric and gas business in the Norfolk 
area. 


II. Joint Expenses. 


The larger items of joint expenses were reviewed and 
discussed with company officials to ascertain the most 
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equitable apportionment of such items between the operat¬ 
ing departments. A list of such items of expense and our 
recommendations as to their distribution follow: 

Engineers Public Service Company, Inc. supervisory 
fees: 

1940 system gross operating revenues—Electric 
71% ; Gas 5% ; Railway 12%; Bus 12%. 

Registrar, transfer agent and dividend disbursing 
agent fees and expenses: 

1940 net income transferred to surplus—Electric 
95% ; Gas 3% ; Bus 2%. 

Bond trustee’s fees and expenses: 

Book amount of property subject to the mortgage 
(exclusive of railway property) at the close of 
the year 1940—Electric 87% ; Gas 8% ; Bus 5%. 

Auditing expense (Lybrand, Ross Bros. & Montgomery, 
and Stone & Webster Service Corporation): 

1940 gross operating revenues plus 1940 gross 
property additions—Electric 74%; Gas 5%; 
Railway 10%; Bus 11%. 

[R. p. 7568] Legal retainer fees: 

On basis indicated in letters of June, 1941 from 
attorneys, the annual amounts being as follows: 
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i Hunton. Williams 

Anderson. Gay 

i & Moore 

Venable. Miller 
Pilcher & 
Parsons 

Williams, 
Loyall 
& Taylor 

Operating expenses: 



Electric. 

$24,206.16 

$ 4,000.00 

$ 720.00 

Gas. 

1,390.92 

1,000.00 


i Rail wav. 

* 

3,186.60 

1,000.00 


Bus. 

3,1S6.60 

1,500.00 


Totals. 

$31,970.28 

$ 7,500.00 

$ 720.00 

Injuries and dam- 




ages reserves: 




Electric. 

$ 1,465.80 

$ 750.00 

$ 576.00 

Gas. 

278.16 

325.00 

144.00 

Railway. 

3,902.SS 

2,570.00 

1,080.00 

Bus. 

3,902.S8 

3,S55.00 

1,0S0.00 

| Totals. 

$ 9,549.72 

$ 7,500.00 

$2,880.00 

Grand totals 

$41,520.00 

$15,000.00 

$3,600.00 


Vepcovian magazine expense: 

Number of employees allocated to each depart¬ 
ment—Electric 49%; Gas 7%; Railway 22%; 
Bus 22%. 

Brinks armored car service: 

Gross operating revenues in districts served— 
Electric 64% ; Gas 6% ; Railway 15% ; Bus 15%. 

Benefit Association dues: 

Number of members of Association allocated to 
each department—Electric 52% ; Gas 5%; Rail¬ 
way 19%; Bus 24%. 

Insurance for colored employees: 

Number of colored employees allocated to each 
department—Electric 33%; Gas 17%; Railway 
36%; Bus 14%. 
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Dues and subscriptions: 

1940 gross operating revenues of system, division 
or district affected. 

[R. p. 7569] Telephone expense: 

Richmond, 1940 System gross operating revenues 
—Electric 71% ; Gas 5% ; Railway 12% ; Bus 
12 %. 

Norfolk, 1940 Norfolk Division gross operating 
revenues—Electric 63%; Gas 11%; Railway 
10%; Bus 16%. 

Petersburg, 1940 District gross operating revenues 
—Electric 94% ; Bus 6%. 

Portsmouth, 1940 District gross operating rev¬ 
enues—Electric 70% ; Bus 30%. 

Richmond-Norfolk leased line, 50% electric; 50% 
1940 system gross operating revenues—Electric 
71% ; Gas 5% ; Railway 12% ; Bus 12%. 

Other joint expenses: 

System, division or district gross operating rev¬ 
enues of preceding year except for such expenses 
as may by their nature be more correctly allo¬ 
cated on special bases. 

It is the general practice of Engineers Public Service 
Company, Inc. to assign its expenses to the operating 
companies which it serves on the basis of their respective 
gross operating revenues. Departmental gross operating 
revenues therefore appear to be the logical basis for appor¬ 
tioning the supervisory fee charged to Virginia Electric 
and Power Company by the service organization. 

We believe that the allocation of the fees and expenses 
of the company’s registrar and transfer agent should be 
related to the contribution of each department of the com¬ 
pany to the value of its capital stock; and that the allocation 
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of fees and expenses of the company’s dividend disbursing 
agent should take into consideration each department’s 
share of the company’s net income transferred to surplus. 
As the amount of net income transferred to surplus, 
through ts reflection of earning power, is a measure of the 
value of capital stock, we believe that the amount of all 
[S. p. 7570] such fees and expenses should be apportioned 
to operating departments in proportion to each depart¬ 
ment’s contribution to net income of the preceding year. 
The ratio of net income by departments for the year 1940, 
excluding the railway division which operated at a loss, as 
shown by the statement on page 44 hereof, was electric 
95%; gas 3% and bus 2%. 

Bond trustee’s fees and expenses should be apportioned 
on the basis of each department’s property subject to the 
mortgage at the close of the preceding year. Property sub¬ 
ject to the mortgage should be understood to include not 
only property actually under the mortgage but also addi¬ 
tional bondable property not yet brought within the mort¬ 
gage. Inasmuch as the principal underwriters of the com¬ 
pany’s last major bond issue did not consider the railway 
property as adding anything to the security of the bonds, 
railway property should not be included in the apportion¬ 
ment calculation. After excluding railway property from 
the book amount of property subject to the mortgage at the 
close of the year 1940, the ratio of property amounts was 
electric 87%; gas 8% and bus 5%; which ratio should be 
used in apportioning bond trustee’s fees and expenses for 
the year 1941. 

Since a considerable portion of auditing time is spent in 
substantiating charges to the property accounts we have 
combined gross property additions and gross operating 
revenues to develop a ratio to be used in apportioning audit 
fees and expenses between the various departments. This 
ratio should be used in apportioning auditing charges and 
is applied to the fees of Lybrand, Boss Bros. & Montgomery 
and Stone & Webster Service Corporation for 1940 in con¬ 
nection with their regular annual examinations. 
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[R. p. 7571] Mr. T. Justin Moore, General Counsel for the 
company, submitted letters from his firm and from two 
legal firms in the City of Norfolk, all of which firms receive 
legal retainers from the company, setting forth their opin¬ 
ions as to the proper apportionment of their retainer fees 
based upon studies by each firm as to effort expended on 
behalf of the four operating departments. Copies of the 
letters received are in the files of the comptroller of the 
company and serve as the basis for revising the apportion¬ 
ment of legal retainer fees effective July 1, 1941. 

The Vepcovian, the employees’ magazine, is distributed 
to all employees of the company. The number of employees 
in each department therefore represents a proper basis for 
apportioning the expense of issuing this publication. 

Brinks armored car service is employed for the trans¬ 
portation to the banks of company receipts obtained from 
the various cashiers ’ offices in Richmond, Norfolk and 
Portsmouth. The ratio of the combined gross operating 
revenues of those three districts appears to be a fair basis 
for distribution to departments of the monthly payments 
for this service. 

The company’s monthly contribution to the Employees 
Benefit Association should be apportioned on the basis of 
total employees in each department who are members of the 
Association. Similarly the payment of insurance premiums 
for colored employees should be apportioned in accordance 
with the number of such employees allocated to each depart¬ 
ment. 

[R. p. 7572] Dues and subscriptions, which benefit more 
than one department, should be apportioned generally on 
the basis of the preceding year’s gross operating revenues. 
The ratios to be used in apportioning specific items are 
dependent upon whether such items are applicable to the 
company as a whole, to either of the operating divisions or 
to any of the four districts rendering other utility service 
in addition to electric. 

It is extremely difficult to determine a basis for the 
apportionment of telephone expense between departments. 
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Any detailed studies which might be made would in them¬ 
selves be based to a considerable extent upon arbitrary 
ratios. In view of this condition we believe that gross 
operating revenues would be a fair basis for the distribution 
of telephone expense, except for rental of the Richmond- 
Norfolk leased line, in those offices where more than one 
utility service is rendered. Inasmuch as the general office 
of the company is in Richmond, system gross operating 
revenues should be used to provide the ratio of apportion¬ 
ment of telephone expense in that office. As the Norfolk 
office directs operations of the Norfolk division gross oper¬ 
ating revenues of the division should determine the appor¬ 
tionment of expense in that office. Telephone expense in 
the Petersburg and Portsmouth offices should follow gross 
operating revenues of the respective districts. 

The direct line between the Richmond and Norfolk 
offices is leased for the primary use of the electric depart¬ 
ment. That department has priority for the use of the line 
at ^ny time [R. p. 7573] regardless of who might be using 
the line at the moment. In view of this priority of usage we 
recommend that 50 per cent of the rental cost of the line be 
charged directly to the electric department and that the 
remaining 50 per cent be apportioned to all departments 
in the ratio of system gross operating revenues of the pre¬ 
ceding year. 

We recommend that all other joint expenses be appor¬ 
tioned in the ratio of system, division or district gross 
operating revenues of the preceding year, depending upon 
whether the particular item of expense is applicable to the 
company as a whole, to either division or to a particular 
district, unless the nature of the expense is such that a 
special apportionment should be desirable and practical. 

III. Interdepartmental Services. 

Electricity Furnished to Other Departments: In order 
to facilitate accounting for interdepartmental consumption 
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of electricity we recommend that the company install cer¬ 
tain additional meters and rearrange wiring where neces¬ 
sary. In this way an accurate separation of electricity used 
by the gas, railway and bus departments will be obtained. 
It also will be necessary to account for electricity consumed 
in jointly used buildings, such as the general office buildings 
in those districts furnishing gas or transportation services, 
and all buildings which are used in connection with mer¬ 
chandise and jobbing activities. 

[R. p. 7574] The rate to be used in accounting for interde¬ 
partmental use of electricity is the rate recently developed 
by company engineers based on a demand charge of $1.00 
per KW per month, and an energy charge equal to actual 
monthly costs of production and transmission, including 
maintenance. We are informed by company officials that 
the rates thus developed have been designed to represent 
cost, including fixed charges and interest or return. 

In accounting for electricity furnished to other depart¬ 
ments the monthly amounts based on consumption and 
demand should be charged to the appropriate expense ac¬ 
counts of the respective departments including merchandise 
and jobbing. Credit to the electric department should be 
made to the appropriate operating expense accounts to the 
extent of the per kilowatt hour energy charge, and to 
Account 611, Interdepartmental Rents, for that portion of 
the monthly charge represented by the demand charge. This 
method of accounting follows the requirements of the 
Uniform System of Accounts prescribed by the Federal 
Power Commission. 

Gas Furnished to Other Departments: We are advised 
that existing metering facilities are generally sufficient to 
record consumption of gas by other departments, except 
as to a few locations where additional meters are necessary 
to segregate consumption as between the railway and bus 
departments. We suggest that whatever additional meters 
may be necessary for this purpose be installed. The maxi- 
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mum demand should be measured [R. p. 7575]montlily for 
the Xorfolk Office Building, and at times of seasonal varia¬ 
tions in the other locations. 

The greater portion of gas furnished to other depart¬ 
ments is used in heating the Company’s general office build¬ 
ing in Xorfolk. The monthly charge for gas supplied by 
the gas department should be charged to the operating ex¬ 
penses of the other departments in proportion to their use 
of the building. Gas supplied to other buildings should 
similarly be charged to the appropriate expense accounts of 
the departments using such buildings. 

Monthly charges for gas supplied to other departments 
are to be computed on the basis of a rate for such usage 
developed by company engineers. This rate consists of a 
demand charge of $4.00 per month for each 100 cubic feet 
of maximum hourly demand, and a commodity charge equal 
to the operation and maintenance cost of current monthly 
production. Company officials advise us that in their 
opinion these rates are representative of cost, including 
fixed charges and interest or return; and that such rates 
are on a comparable basis with the rates charged to the gas 
and transportation departments for the use of electricity. 

The monthly credit to the gas department based on the 
above rates is to be made to the appropriate production 
operation and maintenance accounts to the extent of the 
commodity charge, and to Account 611, Interdepartmental 
Kents, to the extent of the demand charge. 

[R. p. 7576] Free Transportation Furnished to Electric and 
Gaf Employees: In order to ascertain the use by employees 
of transportation passes, 1,232 employees in the districts in 
which the company operates transportation facilities were 
questioned as to the number of times per week they rode 
on company street cars and buses. The results of this 
canvass were as follows: 


817 


Engineers’ Exhibit No. 202 (Cont.) 


District 

Number of 
Employees 
Canvassed 

Average 
Number 
of Rides 
per Week 

Richmond . 

. 519 

14 

Norfolk . 

. 524 

15 

Petersburg . 

. 133 

11 

Portsmouth. 

. 56 

14 

Total. 

. 1,232 



The per passenger amount of cash and token fares 
received by the transportation department during 1940 
when applied to the above average number of rides indi¬ 
cates the value of the free passes to employees to be as 
follows: 


Average Cash Quarterly 

Average and Token Weekly Value 

Rides Fares per Value of Pass 

District per Week Passenger of Pass (13 weeks) 


Richmond . 14 7.255? $1.02 $13.26 

Norfolk . 15 8.333? 1.25 16.25 

Petersburg . 11 6.25? .69 8.97 

Portsmouth. 14 6.25? .88 11.44 


We recommend that the foregoing values be used in com¬ 
puting the interdepartmental charges for free transporta¬ 
tion for the balance of 1941. 

As free passes are issued to employees quarterly, the 
basis of the charges to the electric and gas departments 
and to [R. p. 7577] electric and gas merchandise and .jobbing 
activities should be revised at tlx? end of each quarterly 
period to provide a more accurate accounting for the suc¬ 
ceeding period. The pay roll accounting department should 
determine, at the end of each quarterly period, the number 
of employees allocated to the electric and gas departments 
and to electric and gas merchandise and jobbing activities 
in those districts in which the company operates trans¬ 
portation facilities. Such employees will include those 
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employed solely in electric and gas operations or in mer¬ 
chandise and jobbing activities and that portion of joint 
employees which is allocated to such operations or activi¬ 
ties. The above-mentioned quarterly value of passes 
multiplied by the number of employees allocated to the 
above-mentioned groups in the four transportation districts 
will be the amounts to be charged to those departments 
or activities during the succeeding three months’ period. 
One-third of each of the amounts should be recorded 
monthly. 

(Credits to the railway and bus departments should be 
made in the ratio of revenues from cash and token fares 
of the railway and bus departments in the respective dis¬ 
tricts for the preceding year, unless any marked change 
should occur in the relation between railway and bus rev¬ 
enues in a particular district, in which event more recent 
ratios should be computed and used. 

We recommend that the accounting for free transpor¬ 
tation furnished to electric and gas employees for the 
quarterly period from July 1 to September 30, 1941 be 
based upon computations made by us during our recent 
examination, which are based upon an [R. p. 7578] analysis 
of the company’s pay roll as at May 31,1941. The monthly 
charges and credits for free transportation during this 
period would then be as follows: 

f —Charges to Operating Expenses—> 
Districts Total Electric Gas 

Richmond . 

Norfolk .. 

Petersburg . 

Portsmouth . 

Quarterly totals 

Monthly charges to operat¬ 
ing expenses, one-third 

of above amounts. $ 8,386.21 $ 6,912.01 $ 1,474.20 


$11,324.04 $11,191.44 $ 132.60 

12,561.25 8,271.25 4,290.00 

1,067.43 1,067.43 . 

205.92 205.92 . 

$25,158.64 $20,736.04 $ 4,422.60 
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Charges to Merchandising and 

t -J obbing-\ 

Total Electric Gas 


Richmond . 

Norfolk . 

Petersburg . 

Portsmouth. 

Quarterly totals. 

Monthly charges to mer¬ 
chandise and jobbing, 
one-third of above 
amounts . 

Total monthly charges to 
operating expenses and 
merchandise and job¬ 
bing . 


$ 

132.60 

260.00 

26.91 

22.88 

$ 

132.60 

195.00 

26.91 

22.88 

$ 

65.00 

$ 

442.39 

$ 

377.39 

$ 

65.00 


$ 147.46 

$ 125.80 

$ 21.66 

$ 8,533.67 

$ 7,037.81 

$ 1.495.86 


Credits to operating revenues in 
ratio of revenues from cash 
and token fares in 1940: 


Districts 


—Departments to Be Credited- 
Total Railway Bus 


Richmond — Railway 60 % ; 

Bus 40% . 

Norfolk—Railway 47% ; Bus 

53% ... 

Petersburg—Bus 100%. 

Portsmouth—Bus 100%. 

Totals. 

Monthly credits, one-third 
of above amounts. 


$11,456.64 

$ 6,S73 .98 

$ 4,582.66 

12,821.25 

6,025.99 

6,795.26 

1,094.34 


1,094.34 

228.80 


228.80 

$25,601.03 

$12,899.97 

$12,701.06 

$ 8,533.67 

$ 4,299.99 

$ 4,233.68 


[R. p. 7579] Since it is impracticable to compute the use 
value of interurban passes furnished to employees, we rec¬ 
ommend that a flat charge to electric department operations 
and credit to bus department revenues be made monthly on 
the basis of $1,000 per year for such passes. 

Company Advertising on its Cars and Buses: The com¬ 
pany has granted to National Transitads, Inc., the ex¬ 
clusive and complete advertising rights upon all of its 
transportation and station facilities. However, the com- 
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pany reserves for its own promotional use all exterior 
space and certain interior space with respect to each of its 
vehicles. Exterior space, with minor exceptions, is used 
only by and for the benefit of the transportation depart¬ 
ment, while one interior space (11" x 28") is used solely by 
the electric and gas departments. One additional interior 
space (11" x IS") contains the Cepco news bulletin, which 
includes advertising matter relating only to the activities 
of the transportation department. 

IVe do not believe it either feasible or necessary to 
make any accounting within the transportation depart¬ 
ment for the use of space devoted to the services of that 
department, inasmuch as the railway and bus divisions 
are a unified operation with a system of free transfers, the 
gross revenues of each division are approximately equal, 
and the advertising is generally of a promotional nature 
directed towards the use of both street cars and buses. 

In accounting for the use of the interior space, it is 
necessary to segregate the amounts chargeable to electric 
and gas [R. p. 7580] operations in accordance with the 
usage by each department. The value of the space to the 
company should, in our opinion, be measured by the net 
amount the transportation department would receive if the 
space were rented, through the advertising agency, to an 
outside advertiser. This amount is computed as follows: 


1 

1 

1 

i 

Total 

Richmond, 

Petersburg, 

and 

Interurban 

Norfolk 

Portsmouth 

Monthly rate to outside adver¬ 
tisers under 12 months’ con¬ 
tract . 

$480.40 

$264.90 

$190.50 

$25.00 

Less. 10% discount for 60 
months’ contract . 

48.04 

26.49 

19.05 

2.50 

Xet monthly cost to 
! advertiser . 

432.36 

238.41 

171.45 

22.50 

Less, 20% agency commis¬ 
sion . 

86.47 

47.68 

34.29 

4.50 

1 

345.89 

190.73 

137.16 

18.00 

Less, 50% due agency under 
contract. 

172.94 

95.36 

68.58 

9.00 

Net monthly revenue to 
transportation depart¬ 
ment . 

$172.95 

$ 95.37 

$ 68.58 

$ 9.00 
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By taking operations of the year 1940 to illustrate the 
method of recording this advertising, it is found that during 
that year the electric and gas departments used the exterior 
space on Norfolk street cars for a period of one month; 
and that the interior space on Norfolk street cars and 
buses was used by the gas department for a period of two 
and one-quarter months and by the electric department 
for the balance of the year. All other exterior space for 
advertising throughout the system related to the trans¬ 
portation department. Assuming the exterior space has 
50% greater than [R. p. 7581] the interior space, which is 
the opinion of the company’s advertising agency as to a fair 
differential, the charges to the electric and gas depart¬ 
ments for the year 1940 would be as follows: 


Per 

Month Year 1940 


Electric department: 

Richmond, Petersburg and Interurban— 

12 months . $ 95.37 $1,144.44 

Portsmouth—12 months . 9.00 108.00 

Norfolk, exterior space— Y\ month. 102.87 25.72 

Do interior space—9)4 months. 68.58 66S.65 


Total . $1,946.81 


Gas department: 

Norfolk, exterior space—)4 month. 102.87 $ 77.15 

Do interior space—2)4 months. 6S.58 154.30 


Total . $ 231.45 


Total electric and gas departments. $2,178.26 


The credit to the transportation department should be 
allocated to the railway and bus divisions in the ratio of 
passengers carried by each during the year 1940, viz: 
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Total Railway 

Bus 

Richmond, Petersburg and Interurban. 

Norfolk . 

Portsmouth . 

100 % 58% 

100% 49% 

100% 

42% 

51% 

100% 

By applying these ratios to the foregoing amounts of 
revenue the following credits to the railway and bus divi- 

sions for the year 1940 are obtained: 



Total 

Railway Bus 


Richmond, Petersburg and Inter- 

urban . $1,144.44 $ 663.78 $ 480.66 

Portsmouth (bus only). 108.00 108.00 

Norfolk, exterior space (railway 

only) . 102.87 102.87 

Norfolk, interior space. 822.95 403.25 419.70 


Total . $2,178.26 $1,169.90 $1,008.36 


[R. p. 75S2] The ratio of passengers carried (exclusive of 
transfers) should be determined for each calendar year, 
and used for the calculation of the monthly credit during 
the succeeding year. 

IV. Joint Use of Facilities. 


General Office Buildings: The company’s general office 
buildings in Richmond, Norfolk and Petersburg are jointly 
used in the operations of more than one department. We 
believe that the most practical method of accounting for the 
joint use of these facilities would be to classify the proper¬ 
ties as Common Utility Plant, as is permitted by the uni¬ 
form system of accounts to which the company is subject, 
provided the proper jurisdictional approval is obtained. 
The undivided interest of each department in the common 
property would then be recorded in subsidiary accounts, 
the allocation being based upon the ratio of usage by each 
department. Each departmental ratio, to the extent ap- 
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plicable, would be subdivided to show the relation between 
space occupied in its primary operations and space devoted 
to merchandise and jobbing activities. 

The relative usage of these three general office build¬ 
ings by the various departments as at May 31,1941 was as 
follows: 


[R. p. 7583] 

Richmond 

Pet. 

Norfolk 

Pet. 


Petersburg 

Pet. 

Electric: 





Operations. 

82.5 

54 


71 

Merchandise and jobbing.. 

3.5 86 

9 

63 

13 84 

Gas: 





Operations. 

2.0 

20 



Merchandise and jobbing.. 

2 

• 4 

24 


Railway . 

6 


6 



Bus 


Total. 


6 

100 


_7 

100 


16 

loo" 


The above ratios represent the relative amounts of 
floor space used by each department, which have been 
obtained by actual measurement and reference to building 
plans and diagrams. Where a particular floor space is 
jointly used by more than one department, such as an office 
occupied by a joint employee, the space is allocated be¬ 
tween departments on the same basis as the employee’s 
compensation is allocated for pay roll purposes. We 
recommend that the foregoing ratios be used in determin¬ 
ing the interest of each department in these buildings, and 
in distributing the operating expenses and fixed charges 
applicable thereto. 

Separate operating and maintenance expense accounts 
should be provided to record the expenses pertaining to 
each building, and should be cleared monthly to the various 
departments and to merchandise and jobbing in the same 
usage raiios as ihose developed for tne particular building. 
Taxes, insurance and depreciation on buildings included in 
the common utility plant grouping, also electricity and gas 
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furnished by those departments to light or heat the build¬ 
ings, may be allocated directly to the respective depart¬ 
ments or activities in the same ratios as above. 

In those districts and communities in which the company 
operates only an electric business it likewise is necessary to 
[R. p. 7584] compute the relative usage of office buildings, 
both company nwned a:ici rented, as between electric opera¬ 
tions and merchandise and jobbing activities in order that 
a proper portion of operating and maintenance expenses 
and fixed charges or rentals may be charged To merchandise 
and jobbing expense. A list of such office buildings and 
thefir relative usage based on measured floor area is as 
follows: 


,-U sage 

/-Electric- s 

Merchandise 

Operations and Jobbing Bus 


Company Owned Buildings: 


Ashland . 

76 pet 

24 pet 

Roanoke Rapids . 

81 

19 

Williamsburg . 

98 

2 

Rented Buildings: 

Ahoskie . 

63 

37 

Fredericksburg . 

79 

21 

Hopewell. 

59 

41 

Portsmouth. 

84 

13 

Smithfield . 

61 

39 

Suffolk . 

77 

23 

Tappahanock .. 

67 

33 

Virginia Beach .. 

86 

14 

Williamston .. 

87 

13 


Monthly charges should be made to merchandise and 
jobbing for all operating and maintenance expenses and 
fixed charges applicable to company owned buildings and 
for operating expenses and rentals of rented building in 
the respective ratios of usage indicated above. 
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The primary operating ratios shown in the two fore¬ 
going tables need to be subdivided to give recognition to the 
building areas used for stores and garages. These fur¬ 
ther subdivisions are shown later herein under the caption 
“Storerooms, garages and equipment,” and will furnish 
a basis for charging stores and transportation clearing 
accounts with their proper share of building operating ex¬ 
penses, maintainance, rentals and fixed charges. 

[R. p. 75S51 Office Furniture and Equipment: We propose 
that the furniture and equipment located in office buildings 
at Richmond, Norfolk and Petersburg be classified with 
those buildings as common utility plant. Taxes, insurance 
and depreciation on the furniture and equipment at each of 
these locations would be distributed upon the basis of the 
usage ratio for the particular building as is explained under 
the immediately preceding caption herein. 

With respect to furniture and equipment in other office 
buildings, whether owned or rented, we recommend that 
the building usage ratios also be applied in allocating the 
related taxes, insurance and depreciation. 

In the case of most of the buildings the building ratios 
shown under the preceding caption require some adjust¬ 
ment to exclude space used for storerooms and garages. 
Furniture and equipment in storerooms and garages is 
accounted for separately, and the carrying charges thereon 
are distributed to stores and transportation clearing ac¬ 
counts. 

Transportation Buildings: Thirteen buildings in Rich¬ 
mond and Norfolk are being used jointly by the railway 
and bus departments. The economy in operations occa¬ 
sioned by joint usage of these buildings and the impracti¬ 
cability of segregating certain of the functions of the 
transportation department between railway and bus opera¬ 
tions prohibits the limiting of the use of any of these build¬ 
ing to a single department. 
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In order that the apportionment between these depart¬ 
ments of building operating expense, maintenance, taxes, 
insurance and [R. p. 75S6] depreciation may be simplified 
we recommend that the book cost of the individual buildings 
be carried either in railway plant or in bus plant in such a 
manner as will cause each department's investment in such 
buildings to approximate that department's investment in 
such buildings to approximate that department’s propor¬ 
tion of usage of the thirteen buildings as a whole. An 
equitable distribution of expenses and fixed charges would 
then be obtained by charging the operations of each depart¬ 
ment with the operating expenses, maintenance, taxes, 
insurance and depreciation pertaining to those buildings 
which are recorded in the plant account of the respective 
department. 

Officials of the transportation department advised us 
as to the proportionate usage by the railway and bus de¬ 
partments of each of the thirteen buildings. The ratio of 
usage of each building was applied to the book value of 
the respective building and thus a ratio of usage of the 
thirteen buildings as a whole was developed. By trans¬ 
ferring the book values of certain buildings, designated by 
us to company officials, from the plant account of one de¬ 
partment to that of the other the ratio of investment in 
the thirteen buildings will closely parallel the ratio of 
usage of such buildings. TVe recommend that these trans¬ 
fers be made. 

Storerooms , Garages and Equipment: The general 
storeroom in Richmond, which is used for storage of elec¬ 
tric, railway and bus supplies, occupies a portion of the 
electric distribution building. Based upon floor area 46% 
of the building is used by the electric distribution depart¬ 
ment and 54% is used for storeroom purposes. In order to 
obtain a proper allocation between departments [R. p 7587] 
of all expenses and fixed charges applicable to the building 
specific accounts should be used to record building opera¬ 
tion and maintenance expenses. These accounts should be 
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cleared monthly to electric operations and to stores ex¬ 
pense clearing account in the ratio of 46% and 54%, re¬ 
spectively. Fixed charges including taxes, insurance and 
depreciation should be charged to stores expense clearing 
account to the extent of 54% of such items. As stores ex¬ 
pense is distributed from the clearing account on the basis 
of stores issued we believe that the above procedure will 
serve as a practical method of allocation to each operating 
department and to merchandise and jobbing expense all 
costs applicable to the storeroom. 

Similar procedure should be followed with respect to 
all other storerooms in the company’s system in order 
that building operation and maintenance expenses and 
fixed charges may be charged to the proper departments or 
to merchandise and jobbing activities through the distribu¬ 
tion of the stores expense clearing account. 

Our review of the company’s procedure for the storage 
and maintenance of automotive equipment indicates that 
any joint usage of buildings in that connection is imma¬ 
terial. In general automotive equipment assigned to a 
specific department is housed in buildings of that depart¬ 
ment. General pool automobiles in both Richmond and 
Norfolk are stored in rented garages. Rentals for such 
garages are charged to the transportation expense clearing 
account. 

We believe that a more equitable reflection of transpor¬ 
tation costs, which are distributed on a use mileage basis, 
would be attained if, in addition to operating expenses in 
connection with [R. p. 75SS] company owned garages and 
rentals paid for the use of other garages, fixed charges also 
were included in charges to the transportation expense 
clearing account. Such fixed charges would include build¬ 
ing maintenance, taxes, insurance and depreciation of com¬ 
pany owned garages. We recommend that all such costs be 
computed and charged monthly to the transportation ex¬ 
pense clearing account. 
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In an earlier section hereof entitled “General Office 
Buildings” the ratio of space in each building devoted 
respectively to operations and merchandise and jobbing 
is shown. The percentages indicated as applicable to 
“Operations” include building space utilized for store¬ 
rooms and garages. In order that charges may be made 
to stores and transportation expense clearing accounts for 
building operation and maintenance expenses, rentals and 
fixed charges properly allocable to the storerooms and 
garages, the following ratios of use are submitted for the 
buildings to which such allocation would apply: 

/ -Operations-\ 

Charged Through 
Clearing Accounts—., 

I Charged 

Total Direct Stores Transportation 

Pet. Pet. Pet. Pet. 


Company owned buildings: 


Richmond . 



82.5 

79.5 

2.5 

.5 

Norfolk . 



54 

51 

3 


Petersburg . 



71 

62 

9 


Roanoke Rapids. 



81 

77 

4 


Williamsburg . 



98 

46 

14 

38 

Rented buildings: 

Fredericksburg. 



79 

62 

17 


Hopewell . 



59 

52 

7 


Portsmouth . 

................ 


84 

54 

6 

24 

Suffolk . 



77 

73 

4 


Virginia Beach . 



86 

65 

6 

15 

Williamston . 



87 

66 

14 

7 


[R. p. 75S9] Heating Plant (Reservoir Terminal ): The 
heating plant located at the Reservoir terminal in Rich¬ 
mond furnishes heat to buildings used by the electric, rail¬ 
way and bus departments. We propose that this building 
and the equipment therein be classified as common utility 
plant in the same manner as the three general office build¬ 
ings previously referred to herein. The allocation to depart¬ 
ments of all costs of operation, maintenance, taxes, etc. 
should be on the basis of the use by each department of the 
heating plant. Company engineers determined the depart¬ 
mental use of the heating plant by computing the equivalent 
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direct radiation of radiators installed in each building. This 
present ratio of use by departments is as follows: 

Electric 16% ; Railway 29%; Bus 55%. 

The allocation to departments of the company’s investment 
in the heating plant should be on the above ratio. 

In apportioning, between departments, the operating 
expenses, maintenance, insurance, taxes and depreciation 
applicable to the heating plant, a portion of such expenses 
should be charged each to stores and transportation expense 
clearing accounts, because the garage and storeroom form¬ 
ing a part of the electric distribution building are heated 
by this plant. The complete allocation would therefore 


be made on the following basis: 

Electric operating expenses. 5 pet. 

Clearing accounts: 

Stores expense. 1 

Transportation expense . 10 

Railway operating expenses. 29 

Bus operating expenses. 55 


100 


[R. p. 7590] Pool Automobiles: In addition to automobiles 
and trucks used by one department and recorded in the 
plant accounts of that department the company maintains 
general pools of automobiles for use by employees engaged 
in work for any of the operating departments. Such pool 
automobiles are at present recorded in electric plant. 

The expense of operating automobiles and trucks, and 
maintenance, taxes, insurance and depreciation thereon, 
are charged to transportation expense clearing account and 
distributed monthly to the operating departments or to 
merchandise and jobbing activities on the basis of mileage 
reported on mileage tickets prepared by the driver each 
time a vehicle is used. In this manner each activity of the 
company is being charged an equitable proportion of the 
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cos^ of operating and maintaining the equipment. How¬ 
ever, the present plant accounting gives no recognition to 
the diversity of use of pool automobiles. We accordingly 
recommend that investment equilibrium between depart¬ 
ments be attained by transferring a number of pool auto¬ 
mobiles from electric plant to the plant accounts of the gas, 
railway and bus departments. 

Assuming the usage of pool automobiles during the 
month of May, 1941, to be representative of their average 
usage, the mileage reports of all pool vehicles for that 
month were classified as to departmental usage, and the use 
by each department determined by ascertaining the ratio 
of the mileage of each department to the total mileage of 
pool vehicles for the month. The ratio thus developed 
indicated that in each district where utility service other 
than [R. p. 7591] electric is furnished, the use of pool 
automobiles by departments other than electric was less 
than or only slightly greater than the average use of one 
pool automobile. Therefore we recommend that transfers 
of automobiles between plant accounts be made as follows: 

Richmond: 

Transfer 3 automobiles from electric plant, one each 
to gas, railway and bus plant. 

Norfolk: 

Transfer 3 automobiles from electric plant, one each 
to gas, railway and bus plant. 

Petersburg: 

Transfer one automobile from electric plant to bus 
plant. 

Portsmouth: 

Transfer one automobile from electric plant to bus 
plant. 

It should be understood that the above transfers are 
only for the purpose of causing each department to bear 


831 


Engineers’ Exhibit No. 202 (Cont.) 

its proportionate share of the investment in the automobile 
pool. Those cars transferred to departments other than 
electric need not be limited in their use to the departments 
to which they have been assigned but will still be avail¬ 
able in the same manner as any other unit in the general 
pool. 

Of the six combination service trucks used in the Nor¬ 
folk district, four are recorded in electric department plant 
and two are recorded in gas department plant. This 
accounting should be continued as the apportionment of 
investment between departments is approximately in the 
ratio of the number of electric and gas meters located in 
the district covered bv such trucks. 

[R. p. 7592] Jointly Used Poles: The company’s recent 
field inventory of electric plant indicates that there are 
5,944 poles in the company’s system being jointly used by 
the electric and railway departments, and that the joint use 
of approximately 200 of these poles consists merely of clear¬ 
ance or guy attachments. Under the company’s agreement 
with the Chesapeake & Potomac Telephone Company of 
Virginia for joint use of poles, such attachments are con¬ 
sidered to be free, in that they alone do not subject the 
pole to the annual rental charge. 

The electric department has the predominant use of by 
far the greater number of jointly used poles, and this pre¬ 
dominance will undoubtedly show a gradual increase from 
year to year, due to expansion of the electric business and 
abandonment of sections of railway line. 

Consideration has previously been given by the com¬ 
pany to the desirability of carrying a jointly used pole in 
the plant account of the department which has the pre¬ 
dominant use of the pole. Because of the difficulty which 
would be experienced in keeping abreast with changes in 
pole attachments which might throw the predominant use 
from one department to the other, and because the owner¬ 
ship of the pole will ultimately rest in the electric depart¬ 
ment, it is believed that as a practical accounting matter all 
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jointly used poles should be carried in the electric’ plant 
account. We therefore recommend that all such poles be 
carried in the company’s electric plant account, where they 
are probably now recorded, although the company’s studies 
have not yet progressed to the point of assuring this to be a 
fact. Also all pole attachments are to be carried in the ac¬ 
count of the department for whose use they are attached. 
[R.j p. 7593] This accounting will require that an annual 
rental charge be made to the railway department for its 
use of all jointly used poles, and that each department 
service its own attachments. 

Under the company’s agreement with the Chesapeake & 
Potomac Telephone Company of Virginia for joint use of 
poles, an annual charge of $1.25 per pole is made for all 
jointly used poles exclusive of those having only free at¬ 
tachments. IVe believe this rate to be a fair measure of the 
rental charge to be made to the railway department and 
recommend that it be used for this purpose. 

There are 1,701 jointly used poles located on railway 
rights-of-way. TTe believe it would be reasonable to con¬ 
sider the electric department’s use of the right-of-way for 
joint pole location as an offset to the railway department’s 
attachments to the poles and thus eliminate such poles from 
the rental adjustment. 

The total of 5,944 jointly used poles reduced by 200 
poles having only free attachments and by 1,701 jointly 
used poles on railway rights-of-way, leaves a balance of 
4,043 poles subject to the rental charge. This number of 
poles at the rate of $1.25 per pole produces an annual rental 
of $5,053.75 to be charged to the railway department by the 
electric department. 

Manholes: The recent inventory of electric plant, taken 
in connection with the company’s determination of original 
cost of its electric plant, disclosed that in the company’s 
underground distributiion systems in the cities of Richmond 
and Norfolk there were respectively 136 and 118 manholes, 
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a total of 254, being jointly used by the electric and railway 
departments. It is believed that [R. p. 7594] all such 
jointly used manholes are recorded in the plant account of 
the electric department, and if such should not be the case 
they will be so classified. 

A count by engineers of the duct outlets contained in the 
jointly used manholes indicated that 13% of all ducts were 
railway ducts. In arriving at this proportion of usage all 
spare or unused ducts were considered to be for the use of 
the electric department in view of the expansion of that de¬ 
partment and the virtual certainty that there will be no 
increase in the number of the railwav ducts. 

Company engineers estimate that these manholes have 
an average cost of $3S4, or a total of $97,536 for the 254 
jointly used manholes. Of this amount 13%, or $12,6S0, 
represents the investment applicable to that portion of the 
manholes being used by the railway department. 

The railway department’s share of the fixed charges on 
the jointly used manholes, viz: 13% of taxes, depreciation 
and interest, amounts to $960. We recommend that this 
amount be charged the railway department annually for 
its use of the manholes, and that the charge be appropriately 
adjusted at such times as the railway departments pro¬ 
portionate use of the duct outlets changes. 

Jointly Used Rights-of-Way: The company owns three 
railway rights-of-way in each of the cities of Richmond and 
Norfolk on which are located certain poles used jointly by 
the electric and railway departments. As all jointly used 
poles are to be recorded in electric plant such poles and 
rights-of-way involve the joint usage by each [R. p. 7595] 
department of the facilities of the other department. We 
believe that a fair basis of accounting for such interdepart¬ 
mental use is to consider the use by the railway department 
of electric poles as an offset to the use by the electric depart¬ 
ment of railway rights-of-way on the assumption that mutu¬ 
ally equivalent benefits are received by each department. 
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In the city of Norfolk, the gas department has installed 
approximately four miles of gas mains in the railway right- 
of-way of the Bay Shore line to Ocean View. The width 
of the railway right-of-way is from 20 to 25 feet, of which 
approximately 2 feet represents the space used by the gas 
department. This ratio of use by the gas department ap¬ 
plied to the investment in the right-of-way indicates ap¬ 
proximately $9,000 as being applicable to that portion of 
the right-of-way used by the gas department. We recom¬ 
mend that the round amount of $500 be used as the annual 
rental charge to the gas department, which represents a 
return of approximately 6% on the railway department’s 
investment in that portion of the right-of-way used by the 
gas department. 

V. Merchandise and Jobbing 

Pay Roll: In our review of pay rolls as at May 31, 1941 
we discussed with company executives having the requisite 
knowledge and responsibility the apportionment of salaries 
of all. employees who devote any portion of their time to 
merchandise and jobbing activities. The salaries of sales 
department employees are being [R. p. 7596] allocated on 
the basis of a review made by the sales manager during 
February, 1941, and have been adjusted to give effect to 
the recommendations made by us which are set forth in 
Appendix A hereto. We understand that allocations are 
adjusted when the functions of an employee change and 
that a general review is made of all allocations at least 
annually. 

Accounting employees, particularly in the district offices, 
perform the merchandise and jobbing accounting as a part 
of their regular duties in connection with electric depart¬ 
ment operations. Based on our discussions with company 
executives and a review of the duties of such accounting 
employees we recommend that the general policy of charg¬ 
ing 10% of the district accountant’s salary and 20% of 
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one bookkeeper’s salary to merchandise and jobbing be 
followed in all district office pay rolls, except in certain 
instances where the division of duties is such that a special 
apportionment is needed to provide a more equitable dis¬ 
tribution. 

Heretofore the company has not charged any portion of 
general and administrative salaries to merchandise and 
jobbing activities. We recommend that a charge be made 
for a portion of the salaries of certain executives, the super¬ 
visor of customers’ accounting and assistant, and general 
employees, such as general accounting, pay roll, statistical, 
tax, purchasing, insurance, stenographic, filing, messengers 
and mailing, based on the ratio of gross merchandise rev¬ 
enues to total revenues of the preceding year. Such ratios 
based on revenues of the year 1940 were 1% for electric 
merchandise and jobbing and 3/10ths of 1% for gas mer¬ 
chandise and jobbing. 

[R. p. 7597] The salaries of appliance service men have been 
allocated generally on a time voucher basis except for those 
in the Richmond district. We recommend that these Rich¬ 
mond employees also be placed on a time voucher basis. 
We believe that all servicing of appliances sold by the 
company within the guarantee period should be considered 
as chargeable to merchandise and jobbing activities. 

Joint Expenses: The allocation of joint expenses re¬ 
ferred to in a preceding section herein should be further 
refined, where applicable, to introduce the factors of mer¬ 
chandise and jobbing gross revenues and number of em¬ 
ployees where the ratios are dependent in whole or in part 
upon gross revenues and number of employees, respectively. 

Telephone expense in districts other than for which 
ratios are given should be allocated on the applicable dis¬ 
trict gross revenue basis. 

Interdepartmental Services: We recommend that elec¬ 
tricity and gas furnished to light and heat office buildings 
be allocated to merchandise and jobbing in the ratio of 
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building usage by such activities. The ratios of usage of 
the various offices have been stated previously in Section 
IV of this report, as lias the charge for free transportation 
furnished to merchandise and jobbing employees in Section 
III. 

Joint Use of Facilities: The ratios of usage of various 
buildings in merchandise and jobbing activities and our 
comments [R. p. 7598] with respect to the apportionment of 
building operating expenses and fixed charges are set 
forth in Section IV of this report. 

Adjustments to 1940 Net Loss: The merchandise and 
jobbing income statement for the year 1940 appended to 
this report includes adjustments giving effect to the recom¬ 
mendations made herein. A reconciliation of the net loss 
from merchandise and jobbing for 1940 as shown by the 
company’s books with that shown on the annexed statement 
follows: 



Total 

Electric 

Gas 

Xet loss per books. 

$19,662.83 

$23,394.74 

$3,731.91 ; 

Add: 

Reapportionment of joint 
pav rolls . 

37,468.53 

35,801.82 

1,666.71 

Reapportionment of joint 
expenses . 

3,904.06 

3,169.60 

734.46 

Electricity and gas fur¬ 
nished to buildings. 

2,616.60 

2,207.81 

40S.79 

Free transportation for 
employees . 

1,746.95 

1,486.95 

260.00 

Toint use of buildings. 

13,331.29 

11,477.82 

1,853.47 

Reapportionment of mis¬ 
cellaneous income. 

359.05 

276.19 

82.86 

Net loss per statement annexed 

$79,089.31 

$77,814.93 

$1,274.38 


* Net profit. 
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VI. Bases of Apportionment of Joint Items 
Should be Reviewed Periodically. 

All ratios of apportionment (except those based solely 
on gross revenues) and the underlying data on which they 
are grounded, will need to be reviewed periodically for pos¬ 
sible adjustment to reflect changing conditions. In the ordi¬ 
nary course of events this review could be made during the 
latter part of each [R. p. 7599] year so that any resulting 
revisions could become effective at the beginning of the 
succeeding year, when new revenue ratios will also be 
established. 

Any important change in operations or functions during 
a year which would have a material bearing upon these 
ratios should be studied, and new ratios should be developed 
to cover the particular situation and made effective 
promptly without waiting for the end of the year. Such a 
change might arise, for instance, from a substantial shift of 
departmental usage in an office or other jointly used build¬ 
ing. Also if a section of street railway is abandoned the 
gross revenue ratios may be sufficiently affected to require 
their immediate revision. 

As stated previously herein, the pay roll study to deter¬ 
mine the basis of distribution of the charge for free trans¬ 
portation should be made quarterly, when the passes are 
issued. We understand that with the procedure already 
developed the quarterly study will not place an onerous 
burden on the pay roll department. 

Effect of the Foregoing Recommendations upon the 

Company’s Departmental Income for the Year 1940. 

We are appending hereto a statement of departmental 
income of the company for the year 1940, also a statement 
of merchandise and jobbing income for that year, both 
statements having been adjusted to give effect to the rec- 
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ommendations made herein. A similar statement segre¬ 
gates the railway and bus divisions of the transportation 
department. 

[R. p. 7600] A statement has also been included which recon¬ 
ciles the net operating revenues, as adjusted, with the net 
operating revenues, before depreciation, as shown by the 
company’s books, and indicates the nature of the adjust¬ 
ments. A further description of the merchandise and job¬ 
bing adjustments is contained in the section of this report 
dealing with that activity. 

Verv trulv vours, 

Lybrand, Ross Bros. & Montgomery. 
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[R. p. 7601] VIRGINIA ELECTRIC AND POWER COMPANY 


Departmental Income Statement 
Year Ended December 31, 1940 

as adjusted to give effect to the recommendations made in this report 


■ 

Total 

Interdepartmental 

Eliminations 

Electric 

Department 

Gis 

Department 

Transportation 

Department 

Operating revenues.—.L. 

$20,992,213.12 

$205,765.89 

$15,016,831.44 

$1,056,999.73 

$5,124,147.84 

Operating expenses and taxes: 

Operation .-. 

$ 7.766.205.81 

$202,719.64 

$ 4,663,952,84 

$ 455.895.51 

$2,849,077.10 

Maintenance .1... 

1.659,501.25 


727,521.65 

82,504.55 

849,475.05 

Depreciation (see Note).j.. 

2,314.825.62 


1,377,987.14 

112.434.08 

824,404.40 

Taxes—Federal income .— 

1.320.000.00 


1.193.14S.00 

47.520.00 

79,332.00 

—Other .-.. 

1,931.400.03 


1,433,471.50 

84,460.18 

413,468.35 

Total operating expenses and taxes. 

$14,991,932.71 

$202,719.64 

$ 9,396,081.13 

$ 782.814.32 

$5,015,756.90 

Net operating revenues. 

$ 6.000.2S0.41 

$ 3.046.25 

$ 5.620,750.31 

$ 274,185.41 

$ 108,390.94 

Other income: 

^Icrch^ndisc «nid j obbin^...... 

76,043.06* 

$ 3,046.25 

$ 77,814.93* 

$ 1,274.38* 


Miscellaneous ... 

33,980.33* 


29,542,11* 

2,540.67* 

$ 1,897.55* 

Total other income, net loss. 

$ 110,023.39* 

$ 3,046.25 

$ 107,357.04* 

$ 3,815.05* 

$ 1,897.55* 

Balance.. 

$ 5,890.257.02 


$ 5,513,39327 

$ 270,370.36 

$ 106,493.39 

Interest and amortization: 

Interest on long-term debt. 

Other interest ... 

$ 1,425,375.05 
16.167.80 


$ 1241,625.05 
13,625.00 

$ 118,125.00 
2,542.80 

$ 65,625.00 

Amortization of discount and expense. 

320,120.88 


275.304.04 

28,810.83 

16,006.01 

Total interest and amortization. 

$ 1,761,663.73 


$ 1,530,554.09 

$ 149,478.63 

$ 81,631.01 

Net income . 

$ 4,128,593.29 


$ 2,982,839.18 

$ 120,891.73 

$ 24,862.38 


* Indicates red figure. 

Note: The amounts provided for depreciation during 1940 were approximately $242,000 less than the depreciation deductions 
claimed on the federal income tax return of the company. In addition to the amounts shown above as depreciation, the company 
accrued $4,345.30 charged above to merchandise and jobbing and $80,829.08 for depreciation on automobiles and trucks, 
garages, storerooms and equipment which depreciation has been assigned to other accounts through distribution of clearing 
accounts. 
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[R. p. 7602] 

VIRGINIA ELECTRIC AND POWER COMPANY 


Transportation Department Income Statement 
Year Ended December 31, 1940 

as adjusted to give effect to the recommendations made in this report 




Railway 

Bus 


Total 

Division 

Division 

Operating revenues. 

. $5,124,147.84 

$2,494,812.17 

$2.629,335.67 


Operating expenses and taxes: 


Operation .. 

$2,849,077.10 

$1,268,721.73 

$1,580,355.37 

Maintenance. 


S49,4/ 5.05 

460.799.41 

388,675.64 

Depreciation. 


S24,404.40 

580.707.24 

243,697.16 

Taxes—Federal income. 


79.332.00 

64.548.00 

14,784.00 

Othir . 


413,46S.35 

163,112.83 

250,355.52 

Total operating expenses 





and taxes . 

$5,015,756.90 

$2,537,889.21 

$2,477,867.69 

Net operating revenues 

$ 

108.390.94 

$ 43.077.04* 

$ 151,467.98 

Other income .. 


1,897.55* 

4,241.39 

6,138.94* 

Balance . 

$ 

106,493.39 

$ 38,835.65* 

$ 145,329.04 

Interest and amortization: 





Interest on long-term debt 

$ 

65,625.00 


$ 65,625.00 

Amortization of discount 





and expense . 


16,006.01 


16,006.01 

Total interest and amor- 





tization . 

$_ 

81.631.01 


$ 81,631.01 

Net income. 

$ 

24.S62.38 

$ 38,835.65* 

$ 63,698.03 


* Indicates red figure. 
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[B. p. 7603] 

VIRGINIA ELECTRIC AND POWER COMPANY 
Merchandise and Jobbing Income Statement 
Year Ended December 31, 1940 

1 as adjusted to give effect to the recommendations made in this report 



Total 

Electric 

Gas 

Gross revenues: 

Merchandise and jobbing sales (see note). 

Rent from appliances. 

$359,046.40 

929.80 

$292,676.30 

322.73 

$66,370.10 

607.07 

Total gross revenues. 

$359,976.20 

$292,999.03 

$66,977.17 

Cost of merchandise and jobbing sales (see note). 

262.109.23 

212.918.61 

49,190.62 

Gross profit. 

$ 97,866.97 

$ 80.080.42 

$17,786.55 

Deductions from gross profit.. 

6.785.17 

5213.99 

1,571.18 

Net profit. 

$ 91.081.SO 

$ 74.866.43 

$16215.37 

Uncollectible accounts. 

5.391.06 

4.140.08 

1250.98 

Balance. 

$ 85.690.74 

$ 70.726.35 

$14,964.39 

Selling and administrative expenses : 

Supervision. 

Salesmen’s salaries and commissions. 

Customers’ accounting and collecting expenses. 

General administrative salaries and expenses. 

Advertising., 

Demonstrations. 

Insurance. 

Rents and building expenses.- 

Inventory adjustments.. 

Taxes.. 

Depreciation........ 

Other merchandise and jobbing expense. 

$ 12.002.79 
28.412.31 
14.271.25 
11.2S0.50 

T) yjx *>z 

7.910.40 

457.16 

8.608.06 

1,631.06 

14.536.15 

4.345.30 

42,051.82 

$ 11.588.34 
25.268.55 
12,413.85 

9.158.77 
19.707.84 
4.466.60 

402.05 

7.788.90 

1.312.66 

12.029.94 

3.663.77 
40.740.01 

$ 414.45 
3.143.76 

1.857.40 
2,121.73 

2.565.41 
443.80 

55.11 

819.16 

318.40 

2.50621 

681.53 

1,311.81 

Total selling and administrative expenses. 

$164,780.05 

$148.54128 

$16,238.77 

Net loss . 

$ 79.089.31 

$ 77.814.93 

$ 1274.38 

Note: 

Deferred gross profits on instalment sales of mer¬ 
chandise, payments under which became due _ in 
the year 1940, are included above in the following 
accounts: 

Merchandise sales . . 

Cost of merchandise sales. v . 

$ 72269.91 
38,332.86 

$ 68.801.06 
36.937.55 

$ 3.468.85 
1295.31 

0 7 OSS profit .. ... 

$ 33.937.05 

$ 31.863.51 

$ 2,073.54 


The company discontinued the practice of deferring profits on instalments sales made subse¬ 
quent to December 31, 1937, and the balance of $35,537.82 of such deferred gross profits will be 

-t-•-^ 1041 
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Engineers’ Exhibit No. 202 (Cont.) 

[R. p. 7604] VIRGINIA ELECTRIC AND POWER COMPANY 

Adjustments to Departmental Net Operating Revenues 
For the Year Ended December 31, 1940 
to give effect to recommendations made in this report 


Net operating revenues, per books, before depreciation. 

Adjustments to give effect to recommendations made herein: 

Joint pay rolls and expenses: 

Rcapportionment of joint pay roll and expenses on basis of gross operating rev¬ 
enues of preceding year . 

Reapportionment of joint pay roll on basis of work and time studies. 

Rcapportionment of company's contributions to Employees’ Benefit Association on 

basis of membership from each department. 

Rcapportionment of certain joint expenses on basis of special studies. 

Portion of above adjustments applicable to merchandise and jobbing activities. 

Interdepartmental services: 

Electricity furnished to other departments, additional charge. 

Gas furnished to other departments. 

Free transportation furnished to electric and gas employees. 

Electric and gas advertising in street cars and buses.. 

Portion of above adjustments applicable to merchandise and jobbing activities. 

Joint use of facilities: 

Reallocation of operating and maintenance expenses, rentals, insurance, taxes and 
depreciation: 

General office buildings, furniture and equipment. 

Transportation buildings .. 

Heating plant (Reservoir Terminal).—. 

Storerooms, garages and equipment. 

Portion of above adjustments applicable to merchandise and jobbing activities, 

excluding depreciation .. 

Depreciation included in above adjustments__ 

Jointly used poles .... 

Jointly used manholes ... 

Jointly used rights of way .. 

Reallocation of federal income and capital stock taxes. 

Net operating revenues as adjusted, before depreciation. 

Depreciation allocated to departments.. 

Net operating revenues, as adjusted.. 


Total 


$8,276,9S3.23 


41.372.59 


4,363.55 


10,239.61 

14,806.70* 


$8,318,152.28 

2,314,825.62 

$6,003,326.66 


-Transportation Department- 

Railway Bus 

Total Division Division 


Electric 

Department 


$6.741,0S2.06 


75,379.72 

18,801.18 

13,139.62 
968. IS 
38,971.42 

119.766.91 

2,962.08* 

83.225.29* 

1.946.81* 

3.694.76 


20,834.98 


1,456.11 

2.591.90 

8,819.39 

21,162.43* 

5,092.50 

960.00 

56.475.33 

$6,998,737.45 

1,377,987.14 

$5,620,750.31 


Gas 

Department 


$390,540.43 


449.75 

13,458.17* 


408.69* 

2,401.17 

6.389.29* 

3.990.11 

11.318.20* 

231.45* 

668.79 


9.214.94* 


58.52 

811.29* 

1,420.22 

2,641.33 


500.00* 

26.781.20 

$386,619.49 

112,434.08 

$274,185.41 


$1,145,360.74 


75.829.47* 

5,343.01* 

13.139.62* 

559.49* 


113.377.62* 

1.028.03* 

94.543.49 

2.178.26 


11,620.04* 


1,514.63* 

1,780.61* 


3,714.40 
5.092.50* 
960.00* 
500.00 
83,256.53* 
$ 932,795.34 
824,404.40 
$ 108,390.94 


$701,021.77 


24.372.71* 

1,944.68* 

4.840.91* 

186.18 


106,053.06* 

412.85* 

46.532.74 

1.169.90 


3,850.07* 

4,942.36 

465.47 

714.49 


2,634.76* 

5,092.50* 

960.00* 

500.00 

67.741.17* 

$537,63020 
580.707.24 
$ 43,077.04* 


$444,338.97 


51,456.76* 

3.39S.33* 

8.298.71* 

745.67* 


7.324.56* 

615.18* 

4S.010.75 

1,008.36 


7,769.97* 

4,942.36* 

1.980.10* 

2,495.10* 


6,349.16 


15,515.36* 

$395,165.14 

243,697.16 

$151,467.98 


•Indicates reduction. 
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Engineers' Exhibit No. 202 (Cont.) 

[R. p. 7605] Appendix A. 

Recommended Apportionment of Salaries of Joint 
Employees (Other than Those Whose Salaries Are 
Charged on a Time Voucher Basis or to Stores 
or Transportation Clearing Accounts) 

Number of 
Employees 

Basis of operating revenues: 

Richmond: 

System gross operating revenues—all departments 
(Electric 71% ; Gas 5% ; Railway 12% ; Bus 12%) : 

Executives, including assistants and secretaries. 11 

General accounting . 24 

Pay roll accounting. 13 

Tax accounting . 3 

Statistical department . 5 

Purchasing . 13 

Insurance . 2 

Stenographic. 12 

Filing . 4 

Mailing and messengers. 8 

Telephone operators . 3 

Addressograph operator . 1 

Multilith operator . 1 

System gross operating revenues—electric and gas 
(Electric 93% ; Gas 7%) : 

Supervisor of system customers’ accounting and 
assistant . 2 

System gross operating revenues—railway and bus 
(Railway 49% ; Bus 51%): 

Manager of transportation and assistant. 2 

Division gross operating revenues—electric, railway 
and bus (Electric 78%; Railway 12% ; Bus 10%) : 

Safety engineers . 3 

Secretary to assistant superintendent of distribu¬ 
tion . 1 

Division gross operating revenues—railway and bus 
(Railway 56% ; Bus 44%) : 

Transportation assistant managers, secretary, 
clerks, etc. 12 
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Number of 
Employees 

District gross operating revenues—railway and bus 
(Railway 59% ; Bus 41%) : 

Transportation cashiers . 8 

Traffic clerks . S 

Supervisors. 17 

Janitors . 2 

[R. p. 7606] Norfolk: 

Division gross operating revenues—all departments 
(Electric 63% ; Gas 11% ; Railway 10% ; Bus 16%) : 

Executives, including assistants and secretaries. 6 

Purchasing department . 2 

Safety engineers. 2 

Telephone operators. 4 

Mail clerks and messengers. 2 

Division gross operating revenues—railway and bus 
(Raiway 40% ; Bus 60%): 

Transportation division managers, superintend¬ 
ents. secretaries and clerks. 8 

District gross operating revenues—railway and bus 
(Railway 40% ; Bus 60%): 

Transportation district managers. 2 

Transportation cashiers . 7 

Traffic clerks . 3 

Dispatchers . 4 

Supervisors . 15 

Special officer. 1 

Petersburg: 

District gross operating revenues—electric and bus 
(Electric 94% ; Bus 6%) : 

District manager and secretary. 2 

District superintendent . 1 

District accountant . 1 

Bookkeepers . 2 

Telephone operators . 4 

Portsmouth: 

District gross operating revenues—electric and bus 
(Electric 70% ; Bus 30%): 

District manager and secretary. 2 

Telephone operator and messenger. 2 

Office building employees. 3 
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Number of 
Employees 

)ecial apportionments: 

Richmond: 

Construction accounting department—on basis of May 
19 to June 15, 1941 time study (Electric 92%; Gas 
3%; Railway 3%; Bus 2%). 14 

Sales department—on present apportionment based on 
study made by sales manager in February, 1941. 6 

p. 7607] Telephone operators—50% Electric, 50% on 
basis of system gross operating revenues, all depart¬ 
ments . 3 

Welfare department—on basis of total number of em¬ 
ployees allocated to each department (Electric 49%; 

Gas 7%; Railway 22%; Bus 22%). 4 

Office building employees—100% to building operat¬ 
ing expense account. 31 

Norfolk: 

Ratio of customers in Norfolk and Portsmouth Dis¬ 
tricts weighted for combination services (Electric 
72% ; Gas 28%): 

Supervisor of customers’ accounting and assistant 2 

Customers’ history and location record clerks. 6 

Credit manager, assistant, secretary and final notice 
clerk . 4 

Ratio of customers in Norfolk District weighted for 
combination services (Electric 65%; Gas 35%) : 

Contact and customers’ sendee clerks. 7 

Unit bookkeepers (excludes 1 employee on Ports¬ 
mouth records) . 6 

General cashiers . 4 

Bill deliverers (excludes 1 bill deliverer in Ports¬ 
mouth) . 2 

Credit department clerks. 3 

Collectors (excludes 2 collectors in Portsmouth).... 7 

Ratio of customers in Norfolk Division weighted for 
combination sendees (Electric 75% ; Gas 25%): 

Billing clerks . 7 

Verifiers . 3 

Addressing clerks . 2 

Ratio of meters in Norfolk Division, excluding Suffolk 
District (Electric 70% ; Gas 30%) : 

Meter record clerks. 2 

Ratio of meters in Norfolk and Portsmouth Districts, 
excluding Carolina, weighted for combination ser¬ 
vices (Electric 72% ; Gas 28%) : 

Meter readers- 19 
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Number of 
Employees 

Ratio of meters in Norfolk District, excluding Carolina, 
weighted for combination services (Electric 65%; 

Gas 35%) : 

Combination servicemen . S 

[R,. p. 7608] Ratio of merchandise and jobbing accounts in 
Norfolk District (Electric 62%; Gas 38%) : 

Merchandise and jobbing ledger clerks. 2 

j Office building employees—100% to building operat¬ 
ing expense account. 16 

Secretary to manager of gas department—on basis of 
one-half of time being spent assisting secretary to 
superintendent of electric distribution (Electric 50% ; 

Gas 50%) . 1 

Telephone operators—32^4% Electric; 17^4% Gas; 

50% on basis of division gross operating revenues, 
all departments . 2 

i Sales department—on present apportionment based on 
study made by sales manager in February, 1941, ex¬ 
cept following three employees who are to be charged 
to Electric 50% ; Gas 50% : 

Dealer co-ordinator . 

Receptionist ... 

Porter . 13 

Petersburg: 

General cashiers—on basis of 2 cashiers being neces¬ 
sary for each department (Electric 50% ; Bus 50%) 4 

Office building employees—100% to building operat¬ 
ing expense account. 2 

Employees formerly apportioned between departments to 
be charged 100% to electric department: 

Richmond general cashiers. 5 

Norfolk wholesale ledger clerks. 2 

Norfolk, secretary to superintendent of electric distri¬ 
bution . 1 

Portsmouth general cashiers. 2 

Employees formerly on special apportionments to be allo¬ 
cated on basis of time vouchers: 

Richmond claim department. 11 

Norfolk claim department. 12 

Total. 441 
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Engineers’ Exhibit No. 221 
[Document No. 396—R. pp. 8010-8011] 

Page 1 of 2 


VIRGINIA ELECTRIC AND POWER COMPANY 

Statement of Increased Customers Accounting and Collecting Costs of 
Gas Department if Operated as Separate Company 


Customers Accounting 
and Collecting Expenses 


Increase in 

V. E. & P. Co. Estimated Cost Cost if 



V. E. & P. Co. 

12 Months 
Based on 

if Operated 
as Independent 

Operated as 
Independent 


July 1941 

July 1941 

Company 

Company 

Supervision . 

$ 300.79 

$ 3.600.00 

$ 4.500.00 

$ 900.00 

Customers Contracts 
and Orders. 

376.50 

4,500.00 

4.800.00 

300.00 

Meter Reading. 

688.25 

8.300.00 

12,000.00 

3,700.00 

Collecting . 

799.91 

9,600.00 

16,800.00 

7,200.00 

Customers Billing and 
Accounting . 

811.89 

9,700.00 

19,800.00 

10.100.00 

Uncollectible Accounts 

173.35 

2,400.00 

2,400.00 


Total. 

$3,150.69 

$38,100.00 

$60,300.00 

$22,200.00 
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VIRGINIA ELECTRIC AND POWER COMPANY 


Supervision 

1 Customers Accounting Supervisor. 
1 Credit Manager.. 

Total...., 

Customers Contracts and Orders 

1 Customers Contract Clerk.. 

^ a u 


Total 

Meter Reading 

1 Head Meter Reader. 

6 Meter Readers. 

Transportation. 

Total. 

Collecting 

4 Collectors . 

1 Clerk . 

1 Typist . 

3 Cashiers. 

Transportation . 

Collection Notices & Postage.... 


@ 


Exhibit 221 
Page 2 of 2 

Amount 
Per Year 


$200 

175 

$ 2,400.00 
2,100.00 


$ 4,500.00 

$150 

$ 1,800.00 

125 

3,000.00 


$ 4,800.00 

$150 

$ 1,800.00 

125 

9,000.00 


1,200.00 


$12,000.00 

$125 

$ 6,000.00 

125 

1,500.00 

100 

1.200.00 

125 

4,500.00 


1,200.00 

2,400.00 


Total. 

Customers Billing and Accounting 


3 Bookkeepers. @ $110 

2 Billers . @ 100 

1 Revenue Clerk. @ 135 

1 Chief Record Clerk. (5) 135 

3 Records Clerks . @ 100 

1 Addressograph Clerk . (a) 100 

2 Bill Deliverers. @ 100 

Customers Bills... 

Postage ..... 

Miscellaneous. 


$16,800.00 


$ 3,960.00 
2,400.00 
1,620.00 
1,620.00 
3,600.00 > 
1,200.00 
2,400.00 
500.00 
1,500.00 
1,000.00 


Total. $19,800.00 

Uncollectible Accounts 

Accruals to Reserve (2/10 of 1% of $1,200,000 gross). $ 2,400.00 
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Engineers’ Exhibit No. 222. 

[Document No. 397—R. pp. 8012-8024.] 

VIRGINIA ELECTRIC AND POWER COMPANY 

Expenses Charged to Gas Department as Per Taylor Report 
Which Would Have to be Absorbed by Other Depart¬ 
ments in Event of Disposal of the Gas Department 


Based on Taylor Report of August 1, 1941 
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Engineers’ Exhibit No. 222 (Cont.). 

VIRGINIA ELECTRIC AND POWER COMPANY 

Summary 

Expenses Charged to Gas Department as Per Taylor Report 
Which Would Have to be Absorbed by Other Depart¬ 
ments in Event of Disposal of the Gas Department 


Annually 

Executive and Office Pay Roll (Schedule A). $41,561.00 

Pensions (Schedule B) . 1,071.00 

Joint Use of Facilities (Schedule C). 10,026.00 

Miscellaneous (Schedule D). 3,311.00 


Total Increase in Other Departments. $55,969.00 


Schedule A 


VIRGINIA ELECTRIC AND POWER COMPANY 

Portipn of Compensation of Employees Charged to Gas Department 
in Taylor Report Which Would Have to Be Absorbed by Other 
Departments in Event of Disposal of the Gas Department 


Amount to 


1 

Executives. 

Schedule A-l 

Total 

Annual 

Salary 

$134,613 

Amount 
Charged to 
Gas Dept. 

$ 8,067 

Estimated 

Reduction 

$ . 

be Absorbed 
by Other 
Departments 

$ 8,067 

Junior Executives, Su¬ 
pervisors and Gen¬ 
eral Office Clerks. 

Schedule A-2 

164.947 

9.340 

5,400 

3.940 

Customers Accounting.. 

Schedule A-3 

122,150 

38.001 

20,500 

17,501 

Sales Department. 

Schedule A-4 

29.656 

8,806 

2,200 

6.606 

Building Emplovces. 

Schedule A-5 

32,473 

2.897 

2.897 

Special Apportionment 

Schedule A 6 

29,016 

2.550 


2,550 

Total .. 


$512,855 

$69,661 

$28,100 

$41,561 


Reduction of Employees 

General Office .... 

Customers Accounting . 

Sales.. 


Total 


Number 

Annual 

Amount 

4 

$ 5,400 

15 

20.500 

2 

2200 

21 

$28,100 
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Schedule A-l 

VIRGINIA ELECTRIC AND POWER COMPANY 

Executive Salaries Charged to Gas Department for the 
Year 1940 as Per Taylor Report 

Richmond: 

President. $ 1,000.00 

Vice-President . 650.00 

“ “ . 575.00 

Treasurer . 495.00 

Comptroller . 465.00 

Assistant Comptroller. 278.25 

Assistant Secretary and Public Relations 300.00 

Asst. Comptroller and Welfare. 397.32 

Purchasing Agent. 270.00 

“ “ 250.00 

Property Records . 170.28 

Medical Officer . 30.00 

General Sales Manager. 384.00 

Director of Commercial and Industrial 
Sales . 261.00 

Norfolk: 

Vice-President. 1,056.00 

Assistant Comptroller. 624.36 

Sales Manager. 861.25 


$ 8,067.46 

Less Estimated Reduction. —0— 


Increase to Other Departments. $ 8.067.46 


Total 1940 Salaries to Above 17 Executives.... $134,613.00 
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Schedule A-2| 


i VIRGINIA ELECTRIC AND POWER COMPANY 

Pay Roll of Junior Executives, Supervisors and General Office Clerks 
Charged to Gas Department as Per Taylor Report 


Asst to President. 

Secretary to President.. 

Asst, to Vice-President—Norfolk. 

Secretary to Vice-Presidents. 

Secretary to Comptroller____ 

Secretary to Asst. Comptroller_ 

Manager—Real Estate Department. 

Asst Mgr.—Real Estate Department. 

Manager—Insurance Department __ 

Supervisor—Welfare Department . 

Supervisor—Stenographic Department .. 

Supervisor—Filing Department _ 

Tax Accountant .................................. 

Tax Clerks —. 

Statistician -- 

Statistical Qerks _ 

Buyer—Purchasing Department .. 

Superintendent of Building. 

General Bookkeeper_ 

Bookkeeper .... 

Supervisor—Vouchers _ 

Supervisor—Pay Roll .. 

Asst Supervisor—Pay Roll.. 

Supervisor—General Acctg.—Norfolk .. 

Special Gerk—General Accounting—.. 

Clerks—Purchasing __ 

Qerks—General Accounting .—. 

Gerks—Vouchers, Pay Roll, etc. 

Clerks—Miscellaneous .. 

Supervisor—Customers Acctg.—System. 

Asst. Supervisor—Customers Acctg_ 

Safety Director—Norfolk_ 

Stenographers ..— 

Telephone Operators _ 

Messengers .. 

Qerks (part of year)-- 


Less Estimated Reduction of 4 Employees. 

Increase to Other Departments.. 


Portion of 
Salaries 



Total 1940 

Charged to 

Gas Dept. 


Salaries 


$ 3,240.00 

$ 162.00 


2,340.39 

117.02 


2,220.00 

244.20 

( 2) 

3.914.83 

315.74 

1,684.95 

84.25 


1.512.00 

1 66.32 


2.068.55 

62.06 


2,505.00 

75.15 


3,165.00 

158.25 


3.600.00 

252.00 


2,160.00 

108.00 


1.600.00 

SO.OO 


2,730.00 

136.50 

( 2) 

3,938.00 

196.90 

3,930.00 

196.50 

( 4) 

7,877.99 

393.90 

2.040.00 

102.00 

( 2) 

4,367.74 

546.66 

2.460.00 

123.00 

( 2) 

4.915.41 

245.77 

2,069.57 

103.48 


2.310.00 

115.50 


1,715.48 

85.77 


2,040.00 

224.40 


2.165.44 

108.27 

( ID 

13,762.12 

760.11 

( 8) 

13.359.49 

667.97 

( 22) 

22.329.20 

1,116.46 

( 4) 

4.453.35 

222.67 

3.660.00 

219.60 


2.490.00 

149.40 


2.655.00 

292.05 

( 17) 

13.072.23 

653.61 

( 10) 

11,490.00 

637.83 

( 9) 

4.208.04 

139.00 , 

( 7) 

896.78 

77.18 

(123) 

$164,946.56 

$9,339.52 

5,400.00 

$3,939.52 




Annual 

Reduction of Employees Amount 

1 Purchasing Gerk _ (a) $1,200 $1,200 

1 General Accounting Gerk_ (a) 1,200 1,200 

2 General Accounting Qerks_ @ 1,500 3,000 


Total 


$5,400 
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Schedule A-3 


VIRGINIA ELECTRIC AND POWER COMPANY 

Pay Roll of Customers Accounting Department—Norfolk, 
Charged to Gas Department as Per Taylor Report 


Supervisor of Customers Accounting and Assistant. 

Customers History and Location Record Clerks. 

Meter Record Clerks.. 

Credit Manager, Assistant, Secretary and Final 

Notice Clerk ... 

Contact and Customers Service Clerks_ 

Unit Bookkeepers ___ 

Cashiers _ 

Bill Deliverers -- 

Credit Department Clerks-- 

Collectors __ 

Billing Clerks and Verifiers... 

Addressing Qerks __ 

Meter ^lesiders 

Combination Service Men (includes 2 training for 

6 months) ... 

Merchandise Accounts Receivable Clerks... 

Total -- 


Less Estimated Reduction of 15 Employees—. 

Increase to Other Departments_ 



Total 1940 

Portion of 
Salaries 
Charged to 
Gas Dept. 


Salaries 

( 2) 

$ 5,460 

$ 1,528.80 

( 6) 

6,306 

1,765.68 

( 2) 

2,448 

734.40 

( 4) 

8,541 

2,391.48 

( 7) 

10,629 

3,720.15 

( 6) 

6,602 

2,310.70 

( 4) 

7,188 

2,515.80 

( 2) 

2.724 

953.40 

( 3) 

3,538 

1,238.30 

( 7) 

11,176 

3,911.60 

(10) 

11,718 

2,929.50 

( 2) 

2,172 

543.00 

(19) 

27,OSS 

7,584.64 

C 8) 

13,968 

4,888.80 

( 2) 

2,592 

984.96 

(84) 

$122,150 

$38,001.21 



20,500.00 


MMSf—BMMMS 

$17,501.21 


Reduction of Employees 

4 Meter Readers__ 

2 Collectors ... 

3 Billers and Verifiers_ 

1 Unit Bookkeeper _ 

1 Credit Clerk _ 

1 Record Clerk - 

1 Contract Clerk _ 

1 Combination Service Man.., 
1 Miscellaneous Clerk _ 

15 Io t a l . ... 


. @ $1,500 

Annual 

Amount 

$ 6,000 

. @ 1.500 

3,000 

@ 1,200 

3,600 

@ 1,200 

1,200 

@ 1,200 

1,200 

@ 1,100 

1,100 

@ 1,400 

1,400 

@ 2,000 

2.000 

@ 1,000 

1,000 


$20,500 
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Schedule A-4 


VIRGINIA ELECTRIC AND POWER COMPANY 

Pay Roll of Sales Department Employees Charged to Gas 
Department as Per Taylor Report 


Assistant to Sales Manager. 

Merchandise Sales Director... 

System Sales Oerk. 

Home Service Director. 

Commercial and Industrial Sales Supervisor 

Dealer Coordinator .. 

Stenographer . 

Home Economist . 

Floor Sales Supervisor. 

Floor Sales Qerks.. 

Receptionist and Clerk. 

Porter .... 

Total ... 

Less Estimated Reduction of 2 Employees. 

Increase to Other Departments.. 




Portion of 



Salaries 


Total 1940 

Charged to 
Gas Dept. 


Salaries 


$ 2,153.96 

$ 107.70 


3,900.00 

195.00 


1.278.00 

63.90 

( 2) 

4.165.00 

1.018.25 

4.200.00 

966.00 


2.580.00 

1,290.00 


1.871.76 

411.79 

( 2) 

1.643.03 

821.51 

2.591.95 

1.295.97 

( 2) 

3.124.22 

1,562.11 

1.236.00 

618.00 


912.00 

456.00 

(15) 

$29,655.92 

$8,80623 

2.200.00 

$6,60 623 




Reduction of Employees 

1 Floor Sales Clerk.... 

1 Service Director or Home Economist.._ 


Total _ 


$ 1,000 

1,200 


Annual 

Amount 


$1,000 

1,200 


$ 2,200 
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Schedule A-5 


VIRGINIA ELECTRIC AND POWER COMPANY 

Pay Roll of Janitors, Maids and Building Employees Charged 
to Gas Department as Per Taylor Report 


Maids.. 

Janitors.. 

Elevator Operators.. 

Watchmen. 

Total.. 

Estimated Reduction. 

Increase in Other Departments. 



Total 1940 
Salaries 

Portion of 
Salaries 
Charged to 
Gas Dept. 

(20) 

(18) 

( 8) 

( 5) 

$ 6,396.66 
13,110.27 
6.876.00 
6,090.00 

$ 769.25 
970.54 

522.96 

633.96 

(51) 

$32,472.93 

$2,896.71 

. S2.S96.71 


Schedule A-6 


VIRGINIA ELECTRIC AND POWER COMPANY 

Pay Roll of Employees a Portion of Whose Salaries is Allocated 
to Gas Department on Basis of Special Apportionments 
as Per Taylor Report 


Construction Accounting Clerks.. 

Purchasing Agent—Norfolk. 

Stenographer—Norfolk. 

Surgeon—Norfolk. 

Investigator—Norfolk. 

Telephone Operators. 

Messenger. 

Total. 

Less Estimated Reduction.. 

Increase to Other Departments. 



Total 1940 

Portion of 
Salaries 
Charged to 


Salaries 

Gas Dept. 

(10) 

$16,572.40 

$ 497.17 

( 1) 

1,920.00 

211.20 

( 1) 

1,140.92 

570.46 

( 1) 

2,100.00 

210.00 

( 1) 

2,940.00 

176.40 

( 4) 

3,578.10 

S00.30 

( 1) 

764.40 

84.08 

(19) 

$29,015.82 

$2,549.61 



$2,549.61 
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Schedule B 


VIRGINIA ELECTRIC AND POWER COMPANY 

Gas Department Pensions 

Pensions charged to Gas Department for year 
1940 as per Taylor Report which would have 
to be absorbed by other Departments in event 
of disposal of the Gas Department. $1,071.00 


Schedule C 


VIRGINIA ELECTRIC AND POWER COMPANY 

Costs of Joint Use of Facilities Charged to Gas Department 
for Year 1940 as Per Taylor Report Which Would Have 
to be Absorbed by Other Departments in the Event 
of Disposal of the Gas Department 

General Office Buildings, Furniture and Equip¬ 


ment . $ 9,215.00 

Storerooms, Garages and Equipment. 811.00 

Total.... $10,026.00 
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Schedule D 


VIRGINIA ELECTRIC AND POWER COMPANY 


Miscellaneous Expenses Allocated to Gas Department in 
Taylor Report Which Would Have to be Absorbed by 
Other Departments in Event of Disposal of the Gas 

Department 

Portion 

Allocated 

Total 1940 to Gas 

Expense Dept. 


Donations. $24,869.95 

Transfer Fees: 

Stone & Webster Service Corp. 4,815.11 

Chase National Bank. 2,046.33 

Vepcovian (Magazine). 2,911.00 

Telephone. 44,900.79 

Dues and Subscriptions (Schedule D-l) 6,365.00 


Total. $85,908.18 


$1,243.50 

144.45 
61.39 

203.77 

1,825.81 

657.45 

$4,136.3 7 


Less Estimated Reduction in Telephone to a Con¬ 
tinuing Expense of $1,000. 825.81 

$3,310.56 


Schedule D-l 


VIRGINIA ELECTRIC AND POWER COMPANY 


Large Items of Dues and Subscriptions 


Chamber of Commerce of the United 

States. 

Virginia State Chamber of Commerce. 

Hampton Roads Maritime Commission.... 

Norfolk Advertising Board. 

Norfolk Association of Commerce. 

Norfolk Industrial Commission. 

Norfolk Real Estate Board. 

Public Utilities Association of the Vir¬ 
ginias . 

Total. 



Portion 


Charged to 

Total 

Gas Dept. 

$ 300.00 

$ 15.00 

2,000.00 

100.00 

300.00 

33.00 

600.00 

96.00 

400.00 

64.00 

1.800.00 

288.00 

120.00 

19.20 

S45.00 

42.25 

$ 6,365.00 

$ 657.45 
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[Document No. 398, R. pp. 8025-8033] 


i VIRGINIA ELECTRIC AND POWER COMPANY 

Statement of Increased Cost of Customers Accounting, Sales and 
Administrative and General Office Expenses of the Gas Department 
if Operated as an Independent Company 
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Engineers’ Exhibit No. 223 (Cont.). 

< Exhibit 223 

VIRGINIA ELECTRIC AND POWER COMPANY 

Statement of Increased Cost of Customers Accounting, Sales and 
Administrative and General Expenses of Gas Department 
if Operated as Independent Company 

Estimated 


Summary 

Customers Accounting and 
Collecting Expenses 
Increase as shown on Engi¬ 
neers Exhibit 221. 

Sales Promotion Expenses 
Schedule A .. 

Administrative and General 
Expenses 

Schedule B . 

T otal. 


V.E.&P.Co. 
July 1941 

V.E.&P.Co. 

12 Montns 
Based on 

July 1941 

Cost if 
Operated as 
Independent 
Company 

$ 3,150.69 

$ 38,100.00 

$ 60,300.00 

1,276.56 

17,200.00 

25,000.00 

5,991.59 

62,810.00 

107,940.00 

$10,418.84 

$118,110.00 

$193,240.00 


Increase in 
Cost if 
Operated as 
Independent 
Company 


45,130.00 (A) 


(A) There would be credited against this amount the gas department’s proportion of the 
expenses of executives and experts of the Virginia Electric and Power Company who 
would be required after the termination of the contract with the mutual service organiza¬ 
tion. Mr. D. C. Barnes is to testify regarding the executives and experts to be required, 
the expense of employing them, and the proportion of such expense which would be borne 
by the gas department if it continued to operate jointly with the electric department 


Schedule A 

VIRGINIA ELECTRIC AND POWER COMPANY 
Sales Promotion Expenses 


V.E.&P.Co. 
July 1941 


Supervision (Schedule A-l)- $ 122.62 

Salaries & Commissions (Schedule 

A-2) _ 929.84 

Demonstrations (Schedule A-3)— 199.24 

Advertising -.. 13.72 

Miscellaneous Sales Expenses- 11.14 


Total_ $1,276.56 


V.E.&P.Co. 

12 Months 
Based on 

July 1941 

Estimated 

Cost if 
Operated as 
Independent 
Company 

Increase in 
Cost if 
Operated as 
Independent 
Company 

$ 1,500.00 

$ 6,000.00 (a) 

$ 4.500.00(a) 

11,000.00 

2,400.00 

1,100.00(b) 
1.200.00(b) 

11,800.00 

2,400.00 

3,600.00 

1,200.00 

800.00 

2,500.00 

$17,200.00 

$25,000.00 

$ 7,800.00 


(a) Exclusive of portions of salaries chargeable to merchandise and jobbing. 

(b) Adjusted to reflect normal year’s operation. 
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Schedule A-l 

VIRGINIA ELECTRIC AND POWER COMPANY 

Estimated Cost 
if Operated 
as Independent 


Company 

Supervision 

1 Sales Manager @ $5,000. $5,000.00 

1 Office Assistant @ $1.500. 1,500.00 

1 Clerk @ $1,000. 1,000.00 

Total . $7,500.00 

Less amount charged to Merchandise and Jobbing 
(20%) . 1,500.00 

Balance charged to Supervision. $6,000.00 


Schedule A-2 

VIRGINIA ELECTRIC AND POWER COMPANY 

Estimated Cost 
if Operated 
as Independent 


Company 

Salaries and Commissions 

1 Industrial Sales Engineer @ $4,000.00. $ 4,000.00 

2 Commercial and Residential Sales Engineer @ 

$3,000.00 . 6.000.00 

1 Office Assistant and Engineer @ $1.800.00. 1.800.00 

Total . $11,800.00 


Schedule A-3 


VIRGINIA ELECTRIC AND POWER COMPANY 


l 


Demonstration 


Estimated Cost 
if Operated 
as Independent 
Company 


1 Home Economist @ $1.500. $1,500.00 

1 Assistant @ $1.000. 1.000.00 

Miscellaneous Expenses. 500.00 

Total . $3,000.00 

Less amount charged to Merchandising and Job¬ 
bing (20%) . 600.00 

Balance charged to Demonstration Expenses. $2.400.00 
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Schedule B 


VIRGINIA ELECTRIC AND POWER COMPANY 
Administrative and General Expenses 


V.E.&P.Co. 
July 1941 


V.E.&P.Co. 
12 Months 
Based on 
July 1941 


Estimated 
Cost if 
Operated as 
Independent 
Co. 


Increase in 
Cost if 
Operated as 
Independent 
Company 


Operation 

Salaries of General Officers and Execu¬ 
tives (Schedule B-L)... 

Other General Office Salaries (Schedule 

B-2) . 

Expenses of General Officers. 

Expenses of General Office Employees. 

General Office Supplies & Exp. 

Management and Supervision Fees and 

Expenses ..... 

Special Services . 

Legal Services . 

Insurance ... 

Injuries and Damages. 

Employees Welfare Expense. 

Pensions .. 

Miscellaneous General Expenses: 
Transportation Furnished to Employees 

Miscellaneous Expenses .. 

Rents .. 


Total Operatic 
Administrative and 
transferred—credit 


General Expenses 


Maintenance 

Structures and Improvements. 

Office Furniture & Equipment. 

Miscellaneous Property _ 

Total Maintenance --- 

Total Administrative and General Ex- 


$ 955.45 

$11,500.00 

$ 23,000.00 

$11,500.00 

1,347.08 

16.200.00 

26,600.00 

10.400.00 

35.89 

420.00 

1,800.00 

1.380.00 

4.36 

50.00 

200.00 

150.00 

389.21 

4,700.00 

4,700.00 

— 

192.46 


24.000.00 

24,000.00a 

496.38 

1.200.00b 

1,500.00 

300.00 

203.12 

2.400.00c 

4.000.00c 

1,600.00 

109.25 

1,300.00 

1.300.00 

_ 

500.00 

6,000.00 

6,000.00 

— 

330.18 

7,200.00b 

7,200.00 

_ 

115.00 

1,400.00 

— 

1,400.00* 

1,474.20 

11,440.00b 

8,840.00d 

2,600.00* 

226.85 

3.600.00b 

3,600.00 

_ 

16.22 

200.00 

— 

200.00* 

$6,395.65 

$67,610.00 

$112,740.00 

$45,130.00 

602.15 

7.200.00 

7,200.00 

— 

$5,793.50 

$60,410.00 

$105,540.00 

$45,130.00 

$ 157.61 

$ 1,900.00 

$ 1.900.00 


39.91 

500.00 

500.00 

— 

.57 




$ 198.09 

$ 2,400.00 

$ 2,400.00 

— 

$5,991.59 

$62,810.00 

$107,940.00 

$45,130.00 


There would be credited against this amount the gas department’s portion of the expenses 
of executives and experts of the Virginia Electric and Power Company who would be 
required after the termination of the contract with the mutual service organization. Mr.I 
D. C. Barnes is to testify regarding the executives and experts to be required, the expense) 
of employing them and the proportion of such expense which would be borne by the gas) 
department if it continued to operate jointly with the other departments of the Company.) 

Adjusted to reflect normal year’s expenses. 

Excludes 20% of legal scrrices charged to injuries and damages reserve. 

Represents value of free transportation furnished to. 115 full time gas employees and 2 
general employees who would be taken over by the independent company and who woul 
expect additional compensation in lieu of free transportation lost. The amount so paii 
would be charged to the various payroll accounts according to the employees’ duties an< 
not to miscellaneous general expenses. 

Indicates red figures. 
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Schedule B-l 


VIRGINIA ELECTRIC AND POWER COMPANY 


Salaries of General Officers and Executives 

President _ 

Secretary-Treasurer ... 

Purchasing Agent. 

Personnel & Welfare Officer. 


@ $10,000.00 
@ 6,000.00 
@ 4,000.00 

<S) 3,000.00 


Estimated Cost 
if Operated 
as Independent 
Company 

$10,000.00 

6,000.00 

4,000.00 

3,000.00 

$23,000.00 


Schedule B-2 


VIRGINIA ELECTRIC AND POWER COMPANY 

I 


Other General Office Salaries 

Assistant to General Officers. 

Secretary to General Officers. 

Chief Clerk—Accounting Dept. 

Plant Accountant _ 

Chief Payroll Clerk.__ 

Assistant Payroll Clerk... 

Cash Receipts and Disbursements Clerks....(3) 

Subsidiary Records Clerks. 

Stenographers .(2) 

Typist---- 

Messenger ... 

Total (17 employees)_ 


<g $ 2,500 

@ 1,800 

<g 3,600 

@ 2,700 

@ 2,400 

@ 1,200 

2 © 1.200 

1 @ 1,000 

1 <§ 1,100 

3 @ 1,200 

1,200 

@ 1,000 

% 900 


Estimated Cost 
if Operated 
on Independent 
Company 

$ 2,500.00 
1.800.00 
3,600.00 
2,700.00 
2,400.00 
1,200.00 

3,400.00 

4,700.00 

2,400.00 

1 , 000.00 

900.00 

$26,600.00 
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Engineers’ Exhibit No. 224. 

[Document No. 399—R. p. 8034] 

VIRGINIA ELECTRIC AND POWER COMPANY 

Increase in Expense if Gas Department is Operated as an 

Independent Company 


Expenses charged to Gas Department which would 
have to be absorbed by other departments in 
event of disposal of the Gas Department as shown 
in Exhibit 222. $ 55,969 

Increase in expenses of the Gas Department if the 
Gas Department is operated as an independent com¬ 
pany as shown in Exhibit 223. 75,130(A) 

Total increase in expenses which would result if Gas 
Department is operated as an independent company 
due to loss of efficiencies resulting from joint 
operation . $131,099(A) 


(A) There would be credited against this amount the Gas De¬ 
partment’s proportion of tfte expenses of executives and 
experts of Virginia Electric and Power Company who 
would be required after the termination of the contract 
with the mutual service organization. Mr. D. C. Barnes 
is to testify regarding the executives and experts to be 
required, the expense of employing them and the propor¬ 
tion of such expense which would be borne by the Gas 
Department if it continued to operate jointly with the 
Electric Department. 
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Engineers’ Exhibit No. 227. 

[Document No. 402—R. pp. 8040-8059.] 

Certain Increased Costs Which Would Result if the Gas 
Properties and Gas Business (Including Sale of Gas 
Merchandise) of Gulf States Utilities Company 
Were Owned and Operated by an Independent 

Company 


Monthly Increase in 
/-Costs to- 




Gas 

Gulf States 

Schedule 


Company 

Utilities Co. 

A 

Executive salaries and supervisory 




services . 

$ 609 

$1,132 

B 

Payroll (excludingexecutive). 

1,200 

1,940 

C 

Rents . 

394 

19S 

D 

Charges on owned buildings and 




equipment. 

525 

405 

E 

Maintenance expense on structures 




and equipment. 

12 

113 

F 

Taxes . 

122 

98 

G 

Transportation . 

29 

175 

H 

Advertising . 

98 

72 

I 

Donations. 

72 

11 

J 

Legal expenses . 

79 

88 

K 

Postage . 

159 

195 

L 

Other office supplies and expenses 

41 

-0- 

M 

Electric service. 

108 

108* 

N 

Gas Service. 

35* 

35 

O 

Telephone Service. 

89 

17 


$3,502 $4,371 


Annual Increased Cost (times 12) 

Increased Cost to Gas Company. $42,024 

Increased Cost to Gulf States Utilities Company_ 52,452 

Total. $94,476 


* Indicates red figures. 
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Executive Salaries and Supervisory Services 
Increased Cost to Gas Company 

i If the gas department is operated as an independent com¬ 
pany, the cheapest way to secure various expert sendees needed 
! would be to contract with some sendee organization such as 
Stone & Webster Service Corporation. Based on the charges 
outlined in the Stone & Webster Sendee Corporation contract 
form this cost would be. $12,580.67 annually -=-12 

l Officers needed by new gas company: 

I President @ yearly salary of. $ 8,000.00 

Sec. & Treas. @ yearly salary of 5,000.00 

$13,000.00 annually -=-12 

Total cost to independent gas company. 

Similar sendee contract for Gulf States Util¬ 
ities Company as presently operated would cost 
$145,292.73, of which the portion assignable to 
the gas department would be 6$o or 

$ 8,717.56-=-12 $726.46 

Portion of salaries of local executives of Gulf 
States Utilities Company assigned to gas depart¬ 
ment—per month. 796.26 

Increased cost to independent gas company. 


Increased Cost to Gulf States 
Utilities Company 

Cost of service contract to Gulf 
States Utilities Company if gas 
operations were eliminated. $140,599.18 

Amount assignable to depart¬ 
ments of the Company other 
than gas under joint operation— 

$145,292.73 less $8,717.56. 136,575.17 

$ 4,024.01 -=- 12 $335.33 

Portion of salaries of local executives assigned 
to gas under joint operation which would con¬ 
tinue as an expense to the Gulf States Utilities 
Company—per month. 796.26 


Schedule A 

Monthly 

$1,048.39 

1,083.33 

$2,131.72 

$1,522.72 
$ 609.00 


Increased cost to Gulf States Utilities Company. 


$1,131.59 











866 


Engineers’ Exhibit No. 227 (Cont.). 


Schedule B 
Page 1 


Pay Roll 

(Excluding Executive) 

Monthly 

Increased Cost to Gas Company 

Personnel necessary to perform operations now 
carried on by joint employees of Gulf States 


Utilities Company; General Accounting, Stores, 

Purchasing, Garage, Customers’ Accounting and 
Collecting and Sales (See Page 2). $5,460.00 

Less amount presently assigned to Gas Department 

for pay roll of joint employees (see Page 4). 4,260.23 

| - 

Net Increase to Gas Company. $1,199.77 


Increased Cost to Gulf States Utilities Company 
Amount now assigned to Gas Department for pay 


roll of joint employees (see Page 4). $4,260.23 

Less possible reduction in personnel if Gas Depart¬ 
ment is eliminated from Company’s operations (see 
Page 5). 2,320.00 

Net Increase to Gulf States Utilities Company $1,940.23 
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Schedule B 
Page 2 

Personnel (Excluding Executive) Needed by Gas Company 
to Perform Operations Now Carried on by Joint 
Employees of Gulf States Utilities Company 

Number of Total Monthly 
Position Employees Salary 


Customers Acctg. and Collecting: 

Supervisor Customers Acctg. and Credits 1 $ 200.00 

Billing Clerk. 1 90.00 

Billing Clerk and Compt. Oper. 1 110.00 

Bookkeepers- 2 200.00 

Cashiers.-. 2 200.00 

Stenographers. 1 90.00 

Clerks. 5 540.00 

Meter Readers. 3 375.00 

Collector. 1 135.00 


17 $1,940.00 

New Business and Sales: 

Sales Manager. 1 $ 275.00 

Comm’l and Industrial Salesman. 1 200.00 

Floor Salesman. 1 100.00 

Sales Clerk and Stenographer. 2 200.00 

Outside Salemen. 5 475.00 

Deliveryman and Porter. 1 65.00 

Demonstrator. 1 125.00 


12 $1,440.00 

Acctg. and General : 

Chief Clerk. 1 $ 225.00 

General Clerk. 1 175.00 

Utility Clerks. 4 500.00 

Stenographers. 1 120.00 

Telephone Operator. 1 85.00 

Combination Telephone Opr. and Clerk.... 1 85.00 

Purchasing Agent. 1 200.00 

Storekeeper. 1 150.00 

Asst. Storekeeper. 1 75.00 

Stenographer and Clerk. 1 75.00 

Auto Mechanic. 2 300.00 

Car Washer and Janitor. 1 90.00 


16 $2,080.00 


Total. 45 $5,460.00 
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Schedule B 
Page 3 

Summary of Joint Employees of Gulf States Utilities Company 
Who Engage in Gas Department Operations 


G.S.U. Co. 
Monthly Salary 


Position 

Number 
of Em¬ 
ployees 

Total 

Amt. Chgd. 
to Gas 
Util. & 
Gas N&J 

Baton Rouge 

Customers Acctg. & Collecting 
Supervisor Credits & Collections 

1 

$ 175.00 

$ 55.00 

Chief Bill Clerk. 

1 

165.00 

37.00 

Asst. Supervisor Credits & Col¬ 
lections . 

1 

165.00 

52.00 

Cashiers . 

3 

302.50 

100.50 

Collector . 

1 

137.50 

46.50 

Meter Desk Clerks . 

2 

180.00 

58.00 

Utilitv Clerks. 

8 

907.50 

256.50 

Contact Clerks. 

4 

425.00 

142.00 

Billing Operators & Verifiers.... 

9 

745.00 

176.50 

Stenographers . 

2 

185.00 

61.00 

Stencil & Addressing Clerks. 

4 

290.00 

64.00 

Cash Posting & Line Order 
Qerks . 

5 

405.00 

134.00 

Meter Readers. 

4 

470.00 

178.50 


~~45 

$ 4.552.50 

$1,361.50 

New Business & Sales 

Sales Manager. 

1 

$ 437.50 

$ 108.00 

Mdse. Sales Supervisor . 

1 

350.00 

87.00 

Sales Floor Qerks . 

4 

530.00 

170.10 

Home Economist . 

1 

127.50 

31.50 

Outside Salesmen . 

7 

665.00 

231.00 

Industrial & Comm’l. Salesmen 

5 

1,007.50 

297.00 

New Business Agent & Ass’t. 

2 

372.50 

148.50 

Stenographers & Sales Qerks.. 

3 

290.00 

72.00 

Complaint Adjuster . 

1 

147.50 

50.00 

Delivervman & Porter . 

1 

65.00 

16.00 

Serviceman. 

1 

107.50 

41.80 


"27 

$ 4,100.00 

$1,252.90 
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Schedule B 
Page 4 


G.S.U. Co. 
Monthly Salary 


Position 

Number 
of Em* 
ployees 

Total 

Amt. Chgd. 
to Gas 
Util. * 
Gas N&J 

.ccounting & General 

Chief Clerk. 

. 1 

$ 210.00 

$ 34.00 

Asst. Chief Clerk. 

. 1 

185.00 

30.00 

Tax Accountants .. 

. 2 

480.00 

77.00 

General Clerks .. 

. 6 

1,120.00 

174.22 

Classification Clerks . 

. 4 

667.50 

108.00 

Construction Clerks . 

. 2 

260.00 

42.00 

Pay Roll Clerks. 

. 4 

472.50 

75.50 

Utility Clerks . 

. 15 

1,520.00 

266.00 

Stenographers . 

. 9 

900.00 

139.22 

PBX Operators.. 

. 3 

227.50 

37.50 

Janitors.. 

. 4 

315.00 

51.00 

Purchasing Agent . 

. 1 

270.00 

65.15 

Steno. & File Clerk. 

. 2 

230.00 

35.06 

Storekeeper . 

. 1 

180.00 

1.01 

Asst. Storekeepers . 

_ 2 

290.00 

1.62 

Stock Record Clerks. 

. 3 

275.00 

1.54 

Janitors & Helpers . 

. 3 

240.00 

2.12 

Garage Foreman . 

. 1 

230.00 

36.93 

Auto Mechanics . 

. 2 

422.94 

67.91 

Garage Night Man. 

.. 2 

327.55 

52.59 

Laborers . 

. 2 

159.94 

25.68 

Qaim Agent & Ass’t. 

. 2 

284.00 

43.00 


70 

$ 9,266.93 

$1,367.05 
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G.S.U. Co. 
Monthly Salary 


Position 

Number 
of Em¬ 
ployees 


Total 

Amt. Chgd. 
to Gas 
Util. & 

Gas N&J 

Beaumont General Office 

Customers Asstg. & Collecting.... 

— 



None 

New Business & Sales 

Clerk . 

... 1 

$ 

152.50 

$ 4.87 

Stenographers . 

.. 2 


195.00 

14.25 

Accounting & General 

Chief Clerk. 

.. 1 


300.00 

7.20 

Asst. Chief Clerk . 

.. 1 


275.00 

6.70 

General Clerks. 

.. 4 


925.00 

19.96 

Clerks . 

.. 16 


2,164.00 

37.34 

Comptometer Operators. 

.. 2 


185.00 

2.96 

Stenographers . 

.. 10 


867.50 

15.71 

PBX Operators. 

.. 2 


175.00 

1.40 

Secretary to President. 

.. 1 


190.00 

13.38 

Asst, to General Engr. 

.. 1 


155.00 

10.91 

Asst. Purchasing Agent. 

.. 1 


205.00 

9.22 

Clerks . 

.. 3 


342.50 

14.38 

Stenographers . 

.. 3 


275.00 

8.72 

Tax Accountant & Asst. 

.. 2 


475.00 

24.28 

Clerks . 

.. 6 


1.265.00 

75.29 

Stenographers . 

.. 2 


255.00 

12.21 


58 

$ 

8.411.50 

$ 278.7S 

Totals. 

| 

... 200 

$26,330.93 

$4,260.23 


— n 

— 
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Schedule B 
Page 5 


If the gas department were eliminated no reduction could be made 
in the number of employees in the Beaumont office. An analysis of 
joint employees in Baton Rouge indicates a possible reduction of 18 


employees as follows: 

2 General Clerks. 

<g 

$190 

$ 3S0.00 

2 Stenographers . 

100 

200.00 

1 Asst. Storekeeper . 

@ 

145 

145.00 

1 Storeroom Helper . 

@ 

75 • 

75.00 

1 Garage Man. 

@ 

160 

160.00 

6 Clerks . 

@ 

120 

720.00 

1 Meter Reader. 

@ 

120 

120.00 

2 Billing Operators & Verifiers 

@ 

85 

170.00 

1 Industrial Salesman . 


200 

200.00 

1 Asst. New Bus. Agt. 

I 

150 

150.00 

Total Monthly Salaries.... 



$2,320.00 


Schedule C 


Rents 

Increased Cost to Gas Company: 

Rent of office space for Gas Company, 5,300 square 
feet with air-conditioning, lighting, and heating 

included in rent. 

Cost of equipping office with necessary partitions etc. 
to be amortized over ten years lease $5,000 120 

months. 

Total cost of new quarters. 

Amount presently assigned to Gas Department for 
this item. 


Monthly 


$550.00 

41.67 

$591.67 

197.85 


Increase in cost to Gas Company. 


$393.82 


Increased Cost to Gulf States Utilities Company : 
The amount of $197.85 presently assigned to the Gas 
Department would continue as an increased cost 
to the electric and other departments of the Com¬ 
pany as the Company could not move its offices 
to smaller quarters if the Gas Department were 

separated. 


$197.85 
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Schedule D 


Charges on Owned Buildings and Equipment 


Increased Cost to Gas Company: 

Investment in land, building and 
equipment $95,000 @ 7%. $ 6,650.00 

Ad Valorem Taxes on S0% basis 
State and Parish 76,000 @ 

$14.10 per M. 1.071.60 

City 76,000 @ $13.00 per M 988.00 

Depreciation 

Equipment $15,000 @ 6.67% 1,000.50 

Building 72,500 @ 2% .... 1.450.00 

Total. $11,160.10 —=— 12 


Less amount presently assigned to gas depart¬ 
ment for charges on owned buildings and 
equipment. 

Increased Cost to Gas Company. 


Monthly 


$930.01 

405.49 

$524.52 


Increased Cost to Gulf States Utilities Com¬ 
pany : 

The amount now assigned to the gas depart¬ 
ment for this item would continue as an in¬ 
creased expense to the electric and other _ 

departments of the Company. $405.49 
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Schedule E 

Maintenance Expense on General Structures and Equipment 


Monthly 

leased Cost to Gas Company: 

Estimated cost based on 1)4% of investment in 
new building and land—1 y 2 ^o of 80,000-?- 12. $100.00 

Estimated cost based on 2% of investment in new 
equipment—2% of $15,000 — 12. 25.00 

Total. $125.00 

Amount assigned to gas department for this item 

(12 months average). 113.27 

Increased Cost to Gas Company. $ 11.73 


Increased Cost to Gulf States Utilities Company : 

The amount of $113.27 presently assigned to the gas 
department would continue as an expense to the 
Gulf States Utilities Company if the gas depart¬ 
ment were eliminated. 

In 1940, maintenance expense of the gas department amounted 
to 1.43% of fixed investment of the gas department, and we estimate 
that this item for the independent gas company will average out at 
a cost of 1.5% of the investment in buildings and land. Land has been 
included because of maintenance of driveways, spur tracks, fences, etc. 
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Schedule F 


Taxes 


Supervision and Inspection Fee: 

Cost to Gas Company based on 1940 
revenues of $638,711: 

$350,000 @ $2.00 per M. 

288,711 @ 1.50 per M. 

Portion of such tax presently as¬ 
signed to gas department. 

Increase to Gas Company. 

i 

The portion of this tax now assigned 
to the gas department will con¬ 
tinue as an additional expense to 
the electric and other departments 
of the Company, as the Company 
now pays the maximum tax and 
would continue to pay the maxi¬ 
mum if gas operations were elimi¬ 
nated..,. 

Social Security Taxes : 

Estimated at 4 % of increased pay 
roll in Schedule B: 

Federal Old Age and Survival 
Insurance Benefits. 

State Unemployment Insurance 

Federal Unemployment Insur¬ 
ance . 

Total. 


Increase in Cost—Monthly 
Gas G. S. U. 
Company Company 


$ 700.00 
423.07 

$1,133.07 annually 

240.00 annually 
$ 893.07 12 $74.42 


240.00-M2 $20.00 


1 . 0 % 

2.7% 

.3% 

4.0% 47.99 77.61 


$122.41 $ 97.61 
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Schedule G 


Transportation Expense 
(Excluding Pay Roll) 


Monthly 

Increased Cost to Gas Company 

Cost of additional automobiles needed by Gas Com¬ 
pany to carry on operations which are now performed with 
the use of joint automotive equipment of Gulf States Utili¬ 
ties Company: 6 cars @ $50 per month. The operating 
cost of an automobile, exclusive of pay roll, has been con¬ 
sidered as amounting to $50 monthly including deprecia¬ 
tion. These additional cars will be required by executives, 
salesmen, delivery men, and for general use, including 


collections. $300.00 

Less amount presently assigned to gas department for 
joint automotive facilities used by gas department for these 
operations. 271.00 

Increase to Gas Company. $ 29.00 


Increase Cost to Gulf States Utilities Company 

If the gas department were eliminated from the Com¬ 
pany’s operations no reduction could be made in the num¬ 
ber of cars now used by the Company’s joint personnel. 

There would, however, be some reduction in the expense 
of operating this equipment because of fewer miles traveled. 

It is estimated that of the $271 now assigned to the gas 
department for use of such equipment, at least $175 would 
continue as an additional expense to the electric and other 
departments of the Company if the gas department were 
operated as an independent company. . 

Increase to Gulf States Utilities Company. $175.00 
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Schedule H 


Advertising 


Monthly 

Increased Cost to Gas Company 

It is estimated that an independent Gas Company 
about the size of the Company’s gas department would have 
to spend a minimum of $300 monthly for advertising, in¬ 
cluding merchandise advertising. This amount would buy 
roughly 1 y 2 pages of newspaper space with no allowance 


for expenses incidental to setting up the ads. $300.00 

Amount assigned to Gas Department of Gulf States 
Utilities Company (12 months average). 201.61 

Increased cost to Gas Company. $ 98.39 


Increased Cost to Gulf States Utilities Company 

If the Gas Department were separated from the Com¬ 
pany no reduction could be made in the amount of general 
advertising now included in the Company’s program. The 
amount of such advertising now assigned to the gas depart¬ 
ment which would continue as an expense to the electric 
and other departments of the Company is— . $ 72.16 

(12 months average) 






Schedule I 

Monthly 
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Donations 


Estimated donations required of an 
independent Gas Company of the 

size in question. $1,500.00 annually 

Less portion of this expense pres¬ 
ently assigned to gas department 
for donations in Baton Rouge Ter¬ 
ritory (approximately) . 630.00 annually 

Increased cost to Gas Company. $ 870.00 -r- 12 


Increased Cost to Gulf States Utilities 
Company 

Amount presently assigned to gas 
department . $ 630.00 annually 

Estimated reduction in donations 
which might be effected if gas 
business were eliminated from 
Company’s operation. 500.00 annually 

Increased cost to Gulf States Utilities 
Company. 130.00 -^12 


$72.50 


$10.83 


Schedule J 


Legal Expenses 


Monthly 

Estimated cost of retainer fee for independent Gas Com¬ 
pany @ $2,000 annually. $166.67 

Amount now assigned to gas department. 88.00 


Increase in cost to Gas Company under independent 
operation. $ 78.67 


Increased Cost to Gulf States Utilities Company 

At present the retainer fee for legal services in Baton 
Rouge for Gulf States Utilities Company is $6,600 
annually and no reduction could be made in this cost 
if the gas department were eliminated. The increase in 
cost, therefore, to the electric and other departments 
of the Company would equal the portion of this fee 
now assigned to the gas department. 

Increase to Gulf States Utilities Company. $ 88.00 
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Schedule K 


Postage 


Estimated Cost of Postage to Gas Company 
11.000 bills . @ 2<f 

$220.00 

1,500 bills . 

... @ 3p 

45.00 

2,200 reminder notices . 

... @ 2p 

44.00 

300 reminder notices . 

... @ 

9.00 

Miscellaneous Postage . 

40.00 


Total . 

Amount now assigned to gas department 
(Average for 12 months). 


Increased cost to the Gas Company. 


Monthly 


$358.00 

198.62 

$159.38 


Increased. Cost to Gulf States Utilities Company 

Of the amount now assigned to the gas department 
only a small portion of the miscellaneous postage costs 
might be saved (see below). The amount of 8198.62 
less 10% of the miscellaneous postage charges or $194.62 
would therefore continue as an additional expense to 
the electric and other departments of the Company. 

Increased cost to Gulf States Utilities Company. $194.62 


Estimate for Gas Company based on 12.500 customers. 11,000 of 
whom are within the Baton Rouge metropolitan postal zone. Bills can 
be mailed to these customers for 2p each, the remainder of the bills 
will require 3c postage each. The estimate for miscellaneous postage 
costs for the Gas Company is based on the average amount now 
assigned to the gas department for postage used for this purpose. If 
the gas department were separated from the Company none of the 
postage costs for mailing bills could be saved and a reduction in the 
amount of miscellaneous postage required is doubtful as orders, re¬ 
ports and other items of mailing matter pertaining entirely to gas 
operations are rare. However, the above detail includes 10% of the 
miscellaneous postage now assigned to gas as a saving to the Company 
if the gas department were eliminated; the remainder of this item 
would continue as an additional expense to the electric and other de¬ 
partments of the Company. 
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Schedule L 


Other Office Supplies and Expenses 

Increased, Cost to Gas Company 


12,500 bills . @ $1.50 per M $18.75 

2,500 notices . @ 1.50 per M 3.75 

15,000 envelopes . @ 1.25 per M 18.75 $41.25 


The item detailed above represents a direct dupli¬ 
cation of expense resulting from operation of the gas 
department as an independent company. In this analy¬ 
sis no consideration was given to a number of other 
items such as janitor supplies, lodgers, expenses of 
employees, and miscellaneous office supplies. An analy¬ 
sis of such items would undoubtedly indicate an increase 
in cost to the Gas Company and would also indicate a 
continuing expense to the Gulf States Utilities Com¬ 
pany if the gas department were operated independ¬ 
ently. _ 


Electric Service 


Schedule M 


Monthly 

Increased Cost to Gas Company 
Electric service to office (included in rent) $ —0— 

Electric service to new building (See be¬ 
low) 20 kw and 9500 kwh billed @ Gulf 

States Utilities Company’s Rate 401. 1S3.00 $183.00 

Less amount presently assigned to gas department for 
use of electricity in joint buildings. 75.4S 

Increased Cost to Gas Company. $107.52 


Use of electricity for the Gas Company’s new building 
was based on an engineer’s estimate of the requirements 
of this type and size. The demand is estimated at 20 
kw at about 65% load factor or 9,500 kwh. 


Effect on Gulf States Utilities Company 

If the gas department were operated as an independent 
Company, the Gulf States Utilities Company would sell 

electricity to the Gas Company in the amount of. $183.00 

The use of electricity and the demand created in joint 
buildings of the Company would not be reduced because of 
elimination of the gas department. The amount presently 
assigned to gas for this item would therefore continue as 
an expense to the electric and other departments of the 


Company. 75.48 

Increased Cost to Gulf States Utilities Company. $107.58* 

* Indicates red figure. 
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Schedule N 


Gas Service 

Effect on Gas Company 

Average monthly cost of gas furnished to Gulf States 
Utilities Company office building, old power plant, and 
service building at regular rates charged commercial cus¬ 
tomers based on 12 months use... 

Less average amount presently assigned to departments 
other than the gas department for gas used in joint build¬ 
ings based on the average monthly use times 26.8^. 

Increased cost to Gas Company. 

Increased. Cost to Gulf States Utilities Company 

The amount of $35.04 would represent an increased 
cost to the electric and other departments of the Com¬ 
pany ... 


Monthly 


$ 81.75 

46.71 
$ 35.04* 


$ 35.04 


Schedule O 


Telephone Service 

Monthly 


Increased Cost to Gas Company 

Cost to Independent Gas Company of suitable private 
branch exchange to consist of switchboard, 5 trunk cir¬ 
cuits, 10 inside stations, and 15 outside stations with 

necessary equipment—Monthly Base Rental. $141.55 

Less amount presently assigned to Gas Department 
for this service. 52.08 

Increased cost to Gas Company. $ 89.47 


Increased Cost to Gulf States Utilities Company 

Amount presently assigned to Gas Department. $ 52.08 

Less reduction in expense resulting from discontinu¬ 
ance of 2 trunks and 18 stations after elimination of Gas 
Department__ 35.56 

Increased cost to Gulf States Utilities Company. $ 16.52 
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VIRGINIA ELECTRIC AND POWER COMPANY 

Summary 

Expenses Charged to Transportation Department Which Would Have to be 
Absorbed by Other Departments in Event of Disposal 
of the Transportation Department 

I 

Based on Taylor Report of August 1, 1941 

Annually 

Compensation in lieu of free passes (Schedule A). $108,550 

Executive and office pay roll (Schedule B). 66,887 

Pensions (Schedule C). 39,869 

Joint Use of Facilities (Schedule D). 18,953 

Miscellaneous Expenses (Schedule E). 14,949 

Total Increase in Other Departments. $249,20S 


Schedule A 

VIRGINIA ELECTRIC AND POWER COMPANY 

Compensation to Employees of Electric Department in Richmond, Norfolk, 
Portsmouth and Petersburg, and of Gas Department in 
Norfolk for Loss of Free Transportation 


Number of Electric and Gas Employees Receiving Free 
Transportation Passes 

Electric . 1,494 

Gas . 176 

Total . 1,670 

Annual Value of Passes 

52 Weeks @ $1.25 per Week. $ 65.00 

^ Additional Compensation to Electric and Gas Employees Due 
to Loss of Free Transportation 

Electric (1,494 x $65.00). $ 97,110 

Gas ( 176 x $65.00). 11,440 

Total . $108,550 
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Schedule B 

I VIRGINIA ELECTRIC AND POWER COMPANY 

Portion of Compensation of Employees Charged to Transportation Department 
in Taylor Report Which Would Have to be Absorbed by Other Depart¬ 
ments in Event Transportation Department is Disposed of 


1 

1 

Total 

Annual 

Salary 

Amount 
Charged to 
Transportation 
Department 

Estimated 

Reduction 

Amount 
to be Absorbed 
by Other 
Departments 

Executives (Schedule B-l). 

$126,443 

$32,294 

$ . 

$32,294 

Junior Executives. Supervisors 
and General Office Clerks 
(Schedule B-2) . 

15S,797 

37,731 

16,400 

21,331 

Janitors. Maids & Bldg. Em- 
plovees (Schedule B-3). 

32,473 

3,952 


3,952 

Special Apportionment (Sched¬ 
ule B-4) . 

6S.993 

10,510 

1,200 

9,310 

Total. 

$3S6,706 

$84,487 

$17,600 

$66,S87 


Reduction in Number of Employees 

Number 

Rate 

Annual 

Salary 

Purchasing 

Clerks . 

2 

$1,000 

$ 2,000 

Accounting 

General Clerk. 

1 

1,500 

1,500 

Voucher Clerk . 

1 

1,000 

1,000 

Pav Roll Clerks. 

3 

1,200 

3,600 

Pav Roll Clerks. 

1 

1,500 

1,500 

Stores Clerks . 

3- 

1.000 

3,000 

Cashiers . 

1 

1,100 

1,100 

Statistics & Taxes. 

1 

1,500 

1,500 

Other. 

2 

1,200 

2,400 


Total. 15 


$17,600 
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Schedule B-l 


VIRGINIA ELECTRIC AND POWER COMPANY 

l 

Executive Salaries Charged to Transportation Department 

as per Taylor Report 



Total 

Transportation 

Railway 

Bus I 

Richmond 

\ President. 

$ 4.S00.00 

$ 2,400.00 

$ 2,400.00 1 

1 i Vice-President . 

3,120.00 

1,560.00 

1.560.00 

| « a 

2.160.00 

1,380.00 

1,380.00 

\ Treasurer . 

2,376.00 

1,188.00 

1,188.00 | 

Comptroller . 

2.232.00 

1,116.00 

1,116.00 

Asst. Comptroller . 

1,335.60 

667.80 

667.S0 

Asst. Secretary & Public Rela¬ 
tions . 

1,440.00 

720.00 

720.00 | 

Asst. Comptroller & Welfare.... 

2,497.44 

1.24S.72 

1.24S.72 

Purchasing Agent . 

1,296.00 

648.00 

64S.00 

u a 

1,200.00 

600.00 

600.00 

Property Records . 

283.80 

170.2S 

113.52 

Medical Officer . 

3,624.00 

2,047.20 

1,576.80 

Norfolk 

I Vice-President . 

2,400.00 

960.00 

1,440.00 

Asst. Comptroller . 

1,419.00 

567.60 

851.40 

Petersburg 

Manager . 

313.25 


1 

313.25 

Portsmouth 

Manager . 

1,197.00 


1,197.00 

Total. 

$32,294.09 

$15,273.60 

$17,020.49 


“Total 1940 Salaries to above 16 Executives. $126,443 
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Schedule B-: 


VIRGINIA ELECTRIC AND POWER COMPANY 

Salaries of Junior Executives. Supervisors and General Office Clerks Charge' 
to Transportation Department as per Taylor Report 


1 


Total Total 

1940 Salary Transportation Railway Bus 


Asst, to President. $ 3.240.00 S 777.60 S 3SS.S0 $ 3S8.S0 

Secretary to President . 2.340.39 561.69 280.S4 2S0.S5 

Asst to V. P.. Norfolk. 2.220.00 555.00 222.00 333.00 

Secretary to Yice-Pres. (2).... 3.914.S3 959.56 429.78 529.78 

Secretary to Comptroller . 1.684.95 404.39 202.19 202.20 

Secretary to Asst. Comptroller 1.512.00 378.00 151.20 226.S0 

Manager], Real Estate Dept. 2.068.55 103.43 62.06 41.37 

Asst. Mgr. Real Estate Dept. 2.505.00 125.25 75.15 50.10 

Manager. Insurance Dept. 3.165.00 759.60 379.80 379.S0 

Supervisor. Welfare Dept. 3.600.00 1.584.00 792.00 792.00 

Stenog. Dept. 2.160.00 51S.40 259.20 259.20 

“ Filing" Dept. 1.600.00 384.00 192.00 192.00 

Tax Accountant . 2.730.00 655.20 327.60 327.60 I 

Tax Clerks (2) . 3.938.00 945.12 472.56 472.56 J 

Statistician . 3.930.00 943.20 471.60 471.60 I 

Statistical Clerks (4) . 7.877.99 1.890.72 945.36 945.36 

Buyer. Purchasing Dept. 2.040.00 4S9.60 244.80 244.S0 

Superintendent of Bldg. (2).. 4.367.74 545.00 262.06 282.94 J 

General Bookkeeper . 2.460.00 590.40 295.20 295.20 1 

Bookkeeper (2) . 4.915.41 1.179.70 5S9.85 5S9.85 ;| 

Supervisor—Vouchers . 2.069.5/ 496./0 248.35 248.35 * 

“ _p ay Roll . 2.310.00 554.40 277.20 277.20 { 

Asst. Supervisor—Pay Roll.... 1.715.48 411.72 20^.86 205.86 

Super.. Gen. Acctg.. Norfolk.... 2.040.00 510.00 204.00 306.00 

Special Clerk—Gen. Acctg. 2.165.44 519.71 259.85 259.86 

Clerks—Purchasing (11) . 13.762.12 3.314.91 1.627.46 1.6S/.45 , 

“ —General Acctg. (S).... 13.359.49 3,225.47 1,564.74 1.660.73 

“ —Voucher. Pav Roll. 1 

: etc. (22) 22.329.20 5.359.03 2.679.49 2.679.54 

“ —rvliscellaneous f4) .... 4.453.35 1.068.80 534.40 534.40 ^ 

Safety Director. Norfolk (1) 2.655.00 663.75 265.50 398.25 

Stenographers (17) . 13.0/2.23 3.13/.32 1.568.65 1.568.6/ 

Telephone Operators (10). 11.490.00 2.831.28 1.190.64 1.640.64 

Messengers (9) . 4.208.04 1.06/.05 oo3.60 /33.45 

Clerks (Part of Year) (7).... S96.7S 220.61 96.S2 123.7SI % 

Total (121) . $158.796.56 $37,730.61 $18.100.61 $19.630.00 

Less Estimated Reduction of 

14 Employees . 16.400.00 

Increase in Other Departments $21,330.61 
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14 


Reduction of Employees 


2 

Purchasing Clerks 

@ 

$1,000 

$ 2.000 

1 

General Accounting 

Clerk @ 

1,500 

1.500 

1 

Voucher Clerk 

@ 

1.000 

1.000 

3 

Pay Roll Clerks 

@ 

1.200 

3.600 

1 

Pay Roll Clerk 

@ 

1,500 

1,500 

3 

Store Clerks 

@ 

1,000 

3,000 

1 

Cashier 

@ 

1,100 

1,100 

1 

Statistics and Taxes 

@ 

1.500 

1.500 

1 

Other 

@ 

1,200 

1,200 


Total 


$16,400 


Schedule B-3 


VIRGINIA ELECTRIC AND POWER COMPANY 

Pay Roll of Janitors, Maids and Building Employees Charged to 
Transportation Department as per Taylor Report 




Total 

Annual Salary 

Total 

Transportation 

Railway 

Bus 

i 

Maids . 

... (20) 

$ 6,396.66 

$ 796.75 

$ 383.80 

$ 412.95 

Janitors. 

... (IS) 

13,110.27 

1.55S.22 

595.02 

963.20 

Elevator Operators . 

... ( 8) 

6,876.00 

S42.64 

412.56 

430.0S 

Watchmen . 

- ( 5) 

6,090.00 

754.08 

365.40 

3S8.68 

Total. 

-. (51) 

$32,472.93 

$ 3,951.69 

$1,756.7S 

$2,194.91 

Estimated Reduction . 



—0— 



Increase in Other Departments. 


$ 3,951.69 
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Schedule B 

, VIRGINIA ELECTRIC AND POWER COMPANY 

Special Pay Roll Employees a Portion of Whose Pay Is Allocated to 
Transportation Department on Basis of Special Apportionments 

as per Taylor Report 

Total Total 

Annual Salary Transportation Railway Bus 


Construction Accounting 

Clerks . (10) $16,572.40 $ S2S.62 $ 497.17 $ 331.45’ 

Safety Engrs.—Richmond ( 3) 6.600.00 1,452.00 792.00 660.00; 

Petersburg Employees . (11) 15.641.44 3,140.35 3,140.35' 

Purch. Agent—Norfolk .... ( 1) 1,920.00 499.20 192.00 307.20 : 

Stenographers . ( 2) 2.340.00 592.20 163.S0 428.40 

Surgeon—Norfolk . ( 1) 2,100.00 1,260.00 630.00 630.00 ' 

Investigator—Norfolk . ( 1) 2.940.00 1.764.00 6S7.96 1,076.04 

Telephone Operators . ( 4) 3,578.10 782.11 312.S4 469.27 

Messenger . ( 1) 764.40 191.10 76.44 114.66 

Total. (34) $52,456.34 $10,509.58 $3,352.21 $7,157.37 


Estimated Reduction (1 Clerk (S $1,200). $ 1.200.00 

Increase in Other Departments. $ 9,309.5S 
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Schedule D 

VIRGINIA ELECTRIC AND POWER COMPANY * 

Costs of Joint Use of Facilities Charged to the Transportation Department in 
Taylor Report Which Would Have to be Absorbed by Other Depart¬ 
ments in Everjj^of Disposal of the Transportation Department 

Transportation 

Joint Use of Facilities Department 

General Office Bldgs.. Furniture and Equipment. $11,620.04 

Storerooms. Garages and Equipment. 1,780.61 

Jointly Used Poles and Rights-of-Way. 4,592.50 

Jointly Used Manholes. 960.00 

Total.... jd®. $18,953.15 


Schedule E 


VIRGINIA ELECTRIC AND POWER COMPANY 

Miscellaneous Expend s Allocated to Transportation Department as per Taylor) 
Report Which \4^uld Have to be Absorbed by Other Departments 
in Event of Disposal of the Transportation Department 



Total 

Total 

Transportation 

Railway 

Bus j 

Donations . 

$24,869.95 

$ 5,96S.7S 

$2,984.39 

$2,9S4.3Sf 

Transfer fees: 

Stone & Webster Service 
Corp. 

4,815.11 

96.30 


96.36 

Chase National Bank. 

2,046.33 

40.93 


40.9i 

Vepcovian (Magazine) . 

2,911.00 

1.2S0.84 

640.42 

640.42 

Telephone . 

44,900.79 

7,323.77 

2,937.32 

4,386.4j5 

Dues and Subscriptions 
Schedule E-l . 

9,365.00 

2,562.40 

1.262.00 

1.300.4f) 

A 

$88,908.18 

$17,273.02 

$7,824.13 

$9,448.86 

Less, Estimated reductions in telephone to 
a continuing expense of $5,000. 

A 

2,323.77 

$14,949.25 


1 

i 
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Schedule £-1 


VIRGINIA ELECTRIC AND POWER COMPANY 

Larger Items of Dues and Subscriptions 
(Joint Operations) A 


1 

Total 

Electric 


Gas 

Railway 

Bus 

Chamber of Commerce of 
the United States. 

$ 300.00 

$ 213.00 

$ 

15.00 

$ 36.00 

$ 36.00 

Portsmouth Chamber of 
Commerce . 

500.00 

360.00 


A 


140.00 

Richmond Chamber of 
Commerce . 

2,500.00 

1,725.00 


475.00 

300.00 

Virginia State Chamber 
of Commerce . 

2,000.00 

1,420.00 


100.00 

240.00 

240.00 

Hampton Roads Mari¬ 
time Association . 

300.00 

192.00 


33.00 

30.00 

45.00 

Norfolk Advertising 
Board . 

600.00 

336.00 


96.00 

7S.00 

90.00 

Norfolk Association of 
Commerce . 

400.00 

224.00 


4 . 

64.00 

52.00 

60.00 

Norfolk Industrial Com¬ 
mission . 

1,800.00 

120.00 

1,008.00 

67.20 


288.00 

234.00 

270.00 

Norfolk Real Estate 
Board . 


19.20 

15.60 

1S.00 

Public Utiltiies Associa¬ 
tion of the Virginias.... 

S45.00 

599.95 


42.25 

101.40 

101.40 


$9,365.00 

$6,145.15 

$ 

657.45 

$1,262.00 

$1,300.40 
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Virginia Electric and Power Company 


Exhibit No. 10. 

[Document No. 477—R. p. 9844.] 
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VIRGINIA ELECTRIC AND POWER* COMPANY 

Exhibit No. 34. 

[Document No. 507—R. p. 9896] 

Comparison of Gas Service Rates 
Norfolk 

Virginia Electric and Power Company 

Schedule No. 1 
General Service Gas Rate 

First 2.000 cu. ft. per month @ $1.20 per 1,000 cu. ft. 

Next 3.000 cu. ft. per month @ 1.15 per 1,000 cu. ft. 

Next 4,000 cu. ft. per month @ 1.00 per 1,000 cu. ft. 

Next 10.000 cu. ft. per month (a; 0.75 per 1,000 cu. ft. 

Over 19,000 cu. ft. per month @ 0.60 per 1.000 cu. ft. 

Monthly Minimum Charge = $0.75 


Richmond 

City of Richmond, Department of Public Utilities 

General Gas Schedule 
29 G 

First 2.000 cu. ft. per monlh @ $1.30 per 1.000 cu. ft. 

Next S.000 cu. ft. per month @ 1.26 per 1.000 cu. ft. 

Next 90.000 cu. ft. per month (5) 0.S0 per 1,000 cu. ft. 

Next 900.000 cu. ft. per month @ 0.65 per 1.000 cu. ft. 

Over 1.000.000 cu. ft. per month @ 0.50 per 1.000 cu. ft. 

Monthly Minimum Charge = $0.50 


Portsmouth 

Portsmouth Gas Company 
General Service Rate 

First 10,000 cu. ft. per month @ $1.35 per 1.000 cu. ft. 

Next 40,000 cu. ft. per month @ 1.20 per 1.000 cu. ft. 

Over 50.000 cu. ft. per month @ 1.15 per 1.000 cu. ft. 

Prompt Pay Discount = $0.05 per 1.000 cu. ft. 

Monthly Minimum Charge = $0.75 
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Virginia Electric and Power Company 
Exhibit No. 35. 

[Document No. 508— R« P* 9897.] 
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Virginia Electric and Power Company 
Exhibit No. 36. 

[Document No. 509—R. p. 9898.] 






VIRGINIA ELECTRIC AND P|)WER COMPANY 

RESIDENTIAL GAS SERVICE 
COMPARISON OF MONTHLY COST OF 
3,000 CUBIC FEET OF GAS 
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Q. Will you please state your name, address, and occu¬ 
pation? A. My name is Merwin H. Waterman; my address 
is School of Business Administration, University of Michi¬ 
gan, Ann Arbor, Michigan. I am Professor of Finance at, 
and Secretary of, the School of Business Administration. 

Statement of Counsel: At this point I would 
like to say that I propose to qualify Dr. Waterman 
as an expert economist for the purpose of introduc¬ 
ing through him certain economic data and opinions 
which relate to certain constitutional issues raised 
by the respondents in their answer and otherwise in 
this proceeding. 

Q. Please state briefly your education, experience and 
qualifications for the position which you hold. A. I gradu¬ 
ated from the University of Michigan in 1925 with a Bach¬ 
elor of Arts degree and took my degree, also at the Uni¬ 
versity of Michigan, as a Master of Business Administra¬ 
tion in 1926. In 1932 I received a Ph.D. in economics at the 
University of Michigan. My business experience has con¬ 
sisted of working for Consumers Power Company at Jack- 
son, Michigan where, during the years 1920 and 1921 I 
served as clerk in the general accounting department of 
that company; from time to time during the years 1922 to 
1926, inclusive, I served as a clerk in the accounting and 
purchasing departments; and during the summer of 1924 
I served as groundman on a line gang. For four months 
during the year 1937 I served as research consultant for 
Sheridan, Farwell & Morrison, Inc., investment counsellors 
in Chicago, Illinois. Beginning in 1936 and continuing to 
the present time I have been a member of the Board of 
Directors of Renown Stove Company, of Owosso, Michigan. 

For one month during the year 1934 I was employed by 
the United States Government as a special investigator on 
the staff of the Treasury Department and was in charge of 
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a group of investigators in the Detroit area, working on a 
Treasury Department survey of bank lending policies. 

My University experience, all of which has been at the 
University of Michigan, may be divided into three cate¬ 
gories : teaching, research and administration. In the 
field of teaching, during the years 1926 and 1927 I was an 
Instructor in economics and business administration; during 
the years 1927 to 1929, inclusive, I was an Instructor in 
finance in the School of Business Administration; during 
the years 1929 to 1936, inclusive, I was an Assistant Pro¬ 
fessor of finance in the School of Business Administration; 
from 1936 to July 1941 I was Associate Professor of 
Finance and since that time I have been Professor of 
Finance. My research activities are exemplified by my 
employment as Research Assistant in the Bureau of Busi¬ 
ness Research during the summers of 1927 and 1928; as 
Research Associate in the Bureau of Business Research 
during the summers of 1929 and 1930; and as Assistant 
Director in the Bureau of Business Research throughout 
the years 1930 to 1937, inclusive, and during the summer of 
1940. My occupation as Assistant Director, which I have 
just mentioned, was also in the nature of an administrative 
occupation and my other experience in the administrative 
field has consisted of acting as Secretary of the School of 
Business Administration from 1937 to date. I might add 
that the Bureau of Business Research is a division of the 
School of Business Administration, which School, in turn, 
is a graduate unit of the University of Michigan. 

Q. During the course of your work, have you had occa¬ 
sion to have published any articles or studies? A. Yes. 
During the years 1934 to 1939, inclusive, I have had pub¬ 
lished in the Public Utilities Fortnightly a number of arti¬ 
cles dealing with various phases of public utility financing, 
operation and management. I have also had published two 
Michigan business studies, one dealing with the financial 
policies of public utility holding companies, which was pub¬ 
lished in 1932 and the other dealing with public utility 
financing during the years 1930 to 1935, inclusive, which was 
published in 1936. 
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Statement of Counsel: Does Commission Coun¬ 
sel wish to cross examine Dr. Waterman with respect 
to his qualifications ? 

Q. By the way, Dr. Waterman, it appears that you are 
reading from a prepared document. What is that docu¬ 
ment? A. It is a series of questions and answers which have 
been designed to present as clearly and as briefly as possible 
substantially all my direct testimony, including numerous 
exhibits. 

Q. Please describe the manner in which that document 
was prepared. A. From an editorial point of view, the 
document represents a combination of efforts of myself and 
counsel for the respondents. In general, the questions 
were prepared by counsel for the respondents although the 
form and substance thereof were usually indicated by pre¬ 
liminary memoranda which had been prepared by me. In 
general, the answers were either prepared by me or lifted 
more or less bodily from material prepared by me and fur¬ 
nished to counsel for respondents. 

Q. Will you expand that statement so as to show just 
exactly how these questions and answers were prepared? 
A. Yes. The initial results of my studies, which I shall later 
describe, were prepared in the form of a series of exhibits 
and preliminary memoranda commenting on the exhibits. 
These exhibits and preliminary memoranda were submitted 
by me to, and discussed with, officers of the respondents and 
their counsel. During such discussion, counsel for respond¬ 
ents suggested that in view of the length and, in some 
respects, the complexity, of the studies and the large number 
of exhibits involved, the data in question could be presented 
to the Commission in a more expeditious and orderly man¬ 
ner if set forth in the form of a series of questions and 
answers. I agreed with that suggestion. Thereupon, 
counsel for respondents and I worked jointly in transform¬ 
ing the preliminary or working-paper memoranda into 
question and answer form. Counsel for respondents con¬ 
centrated on the form of the questions although, as I have 
stated, the form of the questions was usually indicated by 
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my preliminary memoranda. I concentrated on the answers. 
All the answers were thus either written by me or taken 
from preliminary memoranda or working papers prepared 
bv me. 

Q. Are these answers yours? A. They are. The con¬ 
tent and substance of each answer were arrived at by me in 
an entirely independent manner and I accept full responsi¬ 
bility for each answer. In some cases I made or accepted 
changes in the form of the answer at the suggestion of 
counsel for the respondents but the substantive part of each 
and every answer is entirely mine. 

Q. You have referred to a series of exhibits which were 
prepared by you. What are those exhibits? A. Those are 
the exhibits which I propose to describe and explain in the 
course of my direct testimony. I understand that they are 
to be offered in evidence. 

Q. What is the relation or importance of said exhibits 
to your testimony? A. I would say that the exhibits are 
the most important part of all of my testimony in respect 
to all the lines of my research and studies, with one excep¬ 
tion. In general, the results of my studies are set forth 
on the exhibits and most of my testimony will be explana¬ 
tory or interpretive of the exhibits. 

Q. Did any officer of the respondents or any counsel for 
the respondents or any one in any way related to or con¬ 
nected with the respondents have any part in the prep¬ 
aration of any of these exhibits? A. Xo. 

Q. Did counsel for the respondents or any one else in 
any way related to or connected with the respondents make 
any suggestions as to the preparation or revision of the 
exhibits ? A. Generally, no. I might add that when all but 
a few of the exhibits and preliminary memoranda had been 
completed I went to Xew York and discussed the whole 
study with an officer of the respondents and with counsel 
for the respondents. At that time, largely at my sugges¬ 
tions, it was jointly decided to simplify certain of the 
exhibits by omitting certain sub-classifications used on 
sonte of the exhibits, which sub-classifications, I had con- 
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eluded, upon the completion of mv entire study, had no 
significance to the objects of the study. 

Q. Does your testimony with respect to the manner in 
which these questions and answers were prepared apply 
to the entire document from which you are reading? A. 
Yes, with the exception of the last few questions and answers 
dealing with the manner in which the other questions and 
answers were prepared. The last few questions and answers 
dealing with the matter of preparation of the document from 
which I am reading were wholly the idea of and were sug¬ 
gested by counsel for the respondent. They submitted to 
me a draft of said questions and answers which I approved 
without practically any change because they accurately 
stated the facts. 
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Q. Have you been employed by the respondents in this 
proceeding to make certain studies relating, generally, to 
the economics of public utility companies and public utility 
holding companies ? A. Yes. 

Q. Will you state how you came to undertake said 

studies ? A. Before doing that, mav I briefly define certain 

terms which I shall use. I shall have occasion frequently 

to mention the Public Utility Holding Company Act of 1935. 

Said Act I shall usuallv refer to merelv as the “Act”. 

* * 

When I refer to Section 11 of the Act, I shall always mean 
to refer, unless I specify otherwise, to Section 11 (b) (1) 
of the Act. By the term “holding companies,” which I shall 
frequently use, I shall refer, unless I specify otherwise or 
unless the context indicates otherwise, to those holding 
companies over which the Securities and Exchange Com¬ 
mission has jurisdiction under the Act, that is registered 
holding companies. When I use the term “utilities” or the 
term “operating utilities” or the term “operating com¬ 
panies” I shall refer only to electric and gas utilities as 
defined in the Act unless I indicate otherwise. Sometimes 
when I use the word “utilities” or any of the synonymous 
terms mentioned it will be clear from the context that I refer 


only to electric utilities or to electric utilities and combina¬ 
tion gas-electric utilities. By the phrase “independent 
utilities” or “independents” I mean, with two minor excep¬ 
tions to be explained later, utilities which are not subject 
to the Act even though technically such utilities mav have 
certain corporate interrelations with other corporations 
and be subject to certain control by another corporation. By 
the phrase “holding company subsidiaries” I mean utili¬ 
ties which are subsidiaries of holding companies which are 
registered under the Act. At times I shall refer to such 
holding company subsidiaries merely as “subsidiaries” or 
as “subsidiary companies” or as “operating subsidiaries.” 
Upon occasion I shall, both in my testimony and in exhibits, 
refer to “mutual service companies.” I do not use that 
phrase precisely with the meaning which it has in the Act. 
As I use said phrase, it includes all affiliated or intra-system 
service companies and all companies, whether or not strictly 
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service companies, which render management services to 
one or more operating utilities in the same holding com¬ 
pany system. I shall sometimes refer to the Securities 
and Exchange Commission by the alphabetic designation 
“S.E.C.” and the Federal Power Commission, similarly, as 
“F.P.C.” It will be necessary for me subsequently to define 
certain other terms. 

Q. Will you now state how you happened to undertake 
the studies you have referred to? A. In August, 1940, I 
was called to Xew York by representatives of the respond¬ 
ents for an interview. At that time an officer of the respond¬ 
ent Engineers Public Service Company told me that counsel 
for respondents had made a study of the Act and its legis¬ 
lative history for the purpose of ascertaining its policies 
and objectives as well as the regulatory devices created in 
Section 11 of the Act, and that it was their feeling that no 
real or reasonable relationship existed between the regula¬ 
tory or remedial devices of Section 11 and the objectives 
of the Act. He also stated that the respondents had made 
some preliminary studies which led them to believe that 
said lack of relationship could be conclusively demon¬ 
strated by an adequate statistical study. I was requested 
to make such a studv. 

Q. Did counsel for the respondents outline to you their 
conception of the objectives of the Act ? A. Yes. 

Q. What were the objectives of the Act as so outlined 
to you? A. Counsel for respondents stated that in their 
opinion the ultimate or fundamental objectives of the Act 
were the protection of consumers of electricity and gas and 
the protection of investors in utilities; and they expressed 
the view that all of the abuses which the Act sought to 
correct and all the purposes sought to be accomplished 
thereby, were directly related in varying degrees to six 
factors, affecting either the public served or the investor 
in utility securities or both. Said six factors were as fol¬ 
lows: (1) the cost of electricity and gas to consumers; (2) 
economy of management and operation of operating com¬ 
panies; (3) economy in raising capital for and financial 
management of utilities; (4) protection of investors in utili- 
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ties; (5) effectiveness of regulation of utilities; and (6) 
adequacy and efficiency of service by utilities. 

Q. Did counsel for respondents indicate to you that they 
regarded said six factors as mutually exclusive and of equal 
importance? A. On the contrary, they expressed the opin¬ 
ion that some of said six factors overlap each other and 
that some are of relative unimportance, being means to 
desired statutory ends rather than ends in and of them¬ 
selves. Thus, it was stated to me that there is nothing in 
the Act to indicate that “effectiveness of regulation” was 
sought as an end in and of itself, but rather as a means of 
achieving the fundamental objectives of the Act, namely, 
protection of consumers of gas and electricity and protec¬ 
tion 1 of investors in the securities of utility companies. 
Similarly, it was pointed out that economy of management 
and operation, economy in financial management, and ade¬ 
quacy and efficiency of service, were sought to be achieved 
by the Act not so much as objectives to be desired in and of 
themselves but rather to the ultimate end of protecting con¬ 
sumers and investors. They stated that in their opinion 
the most important of the six factors was the cost of utility 
service to consumers, since factors such as economv of 
management and operation, economy in financial manage¬ 
ment, effectiveness of regulation, and adequacy and efficiency 
of service, all tend to be reflected in the cost at which elec¬ 
tric and gas services are rendered to the consuming public. 

Q. What were the regulatory or remedial devices of 
Section 11 as outlined to you by counsel for the respondents? 
A. The analysis of Section 11 in this respect submitted to 
me by counsel for respondents was substantially as follows: 
The primary regulatory impact of Section 11 of the Act, 
when read with the definition of an integrated public-utility 
system as set forth in Section 2(a)(29) of the Act, is in 
respect of the character of control exercised over utility 
companies; that is to say, Section 11 seeks primarily to 
regulate the character of control over utilities by limiting 
the kind and character of holding companies that may con¬ 
tinue to exist. Section 11 seeks to accomplish such limita¬ 
tion by restricting the size and relative geographic location 
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of the utilities which any one holding company may continue 
to control. Accordingly, in addition to affecting the char¬ 
acter of control over utilities, Section 11 exerts a regulatory 
impact both in respect of the size of an operating utility, 
whether regarded separately or as part of a holding com¬ 
pany system, and the relative geographic location thereof. 
The impact of Section 11 upon size and the relative geo¬ 
graphic location of operating utilities is, of course, sub¬ 
sidiary to its impact on the character of control thereof for 
the reason that Section 11 has no operative effect at all, 
regardless of the size or relative geographic location of 
utility properties, unless they are controlled by a holding 
company. 

Accordingly, in the words of counsel for respondents, 
the regulatory devices of Section 11 may be said to involve 
(1) the character of control over utilities, (2) the size of 
operating utilities, both as separate integrated systems and 
as parts of holding company systems, and (3) the relative 
geographic location of the operating utilities in any holding 
company system. 

Q. Having thus explained to you their conception of 
the regulatory devices of Section 11 and the statutory objec¬ 
tives, what did counsel for respondents request you to do? 
A* Stated in a rather general manner, I was asked to make 
an impartial and objective study to determine whether there 
is any relationship and, if so, what relationship, between 
the regulatory devices of Section 11 which I have men¬ 
tioned and the statutory objectives which I have also men¬ 
tioned. Stated in more detail, I was asked to make a study 
to determine whether there are any discernible economic 
disadvantages which are peculiar to (1) utilities which are 
controlled by holding companies, (2) utilities and utility 
holding company systems of large size, and (3) utilities 
which are related to each other geographically in a manner 
not permitted by Section 11. 

Thus, for example, my attention was called to the fact 
that Section 1 of the Act contains the suggestion, among 
others, that consumers have been forced to pay more for 
gas and electric services than otherwise would have been 
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the ease because some utility companies have been controlled 
by holding companies; that some electric and gas rates 
have been maintained at unnecessarily high levels by rea¬ 
son of excessive service charges and excessive dividends 
required from subsidiary utility companies by holding com¬ 
panies; that some utilities and holding company systems 
have become so large that thev are unwieldv and inefficient 
with resulting higher rates and less adequate service to 
consumers and lower returns to investors. I was asked to 
undertake a study to determine whether these charges are 
generally true as applied to all holding companies, and 
whether the suggested economic disadvantages or evils are 
moref generally associated -with holding company subsidi¬ 
aries than with independent utilities. To state it more 
accuratelv, I was asked to undertake a studv to determine 
whether there is any evidence that the suggested economic 
disadvantages or evils are really a function of the fact, or 
have any real relation to the fact, that a utility is controlled 
by a holding company, or that a utility or a holding com¬ 
pany system reaches a large size, or that utility units in a 
holding company system are not situated geographically 
with respect to each other in the manner required by Sec¬ 
tion 11. 

Q. Did counsel for the respondents discuss with you 
methods and means bv which it could be determined whether 
the regulatory devices of Section 11 have any relationship 
to the objectives of the Act? A. Only in a very general 
way. I was told that the selection of methods and means of 
accomplishing the desired comparisons would be left entirely 
to me. 

Q. What happened after your initial conference with 
respondents and their counsel? A. After discussing the 
matters I have mentioned at some length, I agreed to make 
a preliminary investigation as to the practicability of mak¬ 
ing studies of the character proposed. I made such an 
investigation and concluded as a result thereof that a large 
number of the relationships in question could be studied 
and measured statistically. 
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Thereupon I agreed to undertake a complete statistical 
research in regard to such relationships. It was understood 
that my sole responsibility in the matter was to develop 
facts and that, as the work progressed, if the results did not 
appear to have any value to the respondents, the work 
could be stopped at any time. I also reserved the right to 
withdraw from the work if at any time I became unwilling 
or unable to continue the investigation. 

I may say that the work proved to be a greater task than 
I anticipated when I agreed to undertake it. I used all the 
time I could spare from my regular duties between August 
1940 and May 1941 in supervising the work, and I kept two 
competent statisticians busy full time and in addition used 
part time assistance from several other workers. The 
major part of the statistical studies were completed toward 
the end of Februarv 1941. 

Q. Did the respondents indicate to you at the outset of 
their conversation with you, or at any subsequent time, that 
they expected you to reach any specified or stated result or 
results? A. No. They indicated their belief as to what 
the facts—then unknown—would prove to be. 

Q. Did they at any time request you to prepare studies 
to support any particular conclusion which they suggested 
or indicated to you? A. The answer is again no. I was 
told that my survey was to be wholly impartial and objec¬ 
tive; that I was being retained to ascertain the facts and 
that I should “let the chips fall where they may.” 

Q. Did you have any understanding with respondents 
regarding publication of the results of your study and 
research? A. Yes, it was agreed at the outset, and was 
one of the conditions of my undertaking the study, that I 
should have the right to publish the results thereof in any 
form I might desire. 

Q. Did this understanding with respect to publication 
of the results of your study influence your willingness to 
undertake the same? A. Yes, the study bore directly on 
previous research that I had undertaken and I welcomed 
the opportunity to do further work in that field. 
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Q. Have you taken any steps towards publication of the 
results of your research? A. Yes, on April 8, 1941, I sub¬ 
mitted a rough draft of manuscript to the Assistant Direc¬ 
tor of the Bureau of Business Research at the University 
of Michigan with the request that he appoint an editorial 
committee to pass on the desirability of publishing the 
results in the form of one of our Michigan Business Studies. 
On April 23, 1941 the Assistant Director informed me that 
the &tudy had been approved for publication and that I 
should proceed to make it ready for press. 

Q. Will you please state the amount of money which you 
have received or expect to receive from the respondents as 
payment for your work in preparing the studies which you 
have described? A. I have received for all my -work up to 
July 14, 1941, in connection with said studies the sum of 
$3,310. In addition, I have received, as reimbursement for 
my actual out-of-pocket expenses, such as traveling ex¬ 
penses and stenographic expense, the sum of $1,446.99. I 
have received, for wages and salaries paid to my assistants 
in connection with said studies and for the actual out-of- 
pocket expenses of my assistants, the sum of $2,904.19. In 
addition, I have received the sum of $1,420.02 which was 
paid to the University of Michigan for services of its 
Sorting and Tabulating Station in connection with the 
studies. The aggregate of all these figures is $9,081.20. 
This figure covers all my services and disbursements in 
connection with these studies through July 14, 1941. It 
does not cover any fee or expense involved in my appear¬ 
ance here in Washington to appear as a witness in this pro¬ 
ceeding. 
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Q. Now, Dr. TVaterman, will you outline the specific 
studies which you have made? A. My studies fall into four 
major divisions or groups. Each of the first three of these 
groups is devoted to a determination of the relationship, 
if any, between one of the several factors which I have 
referred to as the regulatory devices of Section 11 and the 
several other factors which I refer to as the objectives of 
the Act. 

Thus, the first major group of studies deals with the 
relationship between the factor of holding company control 
and (1) the cost of electric service to consumers, (2) the 
economy of management and operation of utilities, (3) the 
soundness of financial management of utilities and (4) pro¬ 
tection of investors in utilities. 

The second major group of studies deals with the rela¬ 
tionship between the factor of size of operating company 
and the same four objectives. The third major group of 
studies deals with the relationship of the factor of size of 
holding company system to the same four objectives. 

Then, there is a fourth group of studies which deal with 
the relationship between the distance of the operating com¬ 
pany from the main office or general headquarters of its 
holding company to the same four statutory objectives. As I 
will point out later, this fourth group of studies occupies a 
somewhat different position than the first three groups. 

Finally, there is a fifth study which deals primarily with 
the relationship between the factors of holding company con¬ 
trol and the effectiveness of public regulation of operating 
utilities. 

I should point out that my studies do not deal in any 
way with municipally-owned utilities; they are concerned 
solely with so-called privately owned utilities. 

I wish also to point out that my studies deal only with 
electric utilities and with combined gas-electric utilities and 
not with gas utilities as such. The Federal Power Com¬ 
mission does not publish, and there are not otherwise avail¬ 
able, gas rate and bill data similar to the Federal Power 
Commission electric rate and bill data which I have used in 
these studies. Accordingly, it has not been possible to 
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make nation-wide comparisons of gas rates and bills of the 
character of the electric rate and bill comparisons required 
for my purposes. Moreover, so far as factors other than 
rates and bills are concerned, relatively there are so few 
exclusively gas utilities for which data are available as to 
preclude statistical comparisons of the kind I have under¬ 
taken with respect to electric and combined gas-electric 
utilities. Furthermore, the exclusively gas utilities are 
divided as between natural gas companies, manufactured 
gas companies, and companies which distribute a mixed 
product of natural and manufactured gas. Plainly, in view 
of the wide differences in characteristics and operating con¬ 
ditions, statistical comparisons with respect to exclusively 
gas companies of the sort which I have made with respect 
to electric utilities and with respect to combined gas and 
electric utilities would be of little value. 

Q. Before taking up the several groups of studies, will 
you discuss generally the statistical approach which you 
have 1 made to them, and outline in a general way the prob¬ 
lems with which you were confronted in securing and pre¬ 
paring the data on which the studies are predicated. A. I 
was at the outset confronted with several problems of classi¬ 
fication. Determination of the relationship between the 
factor of holding company control and the objectives of the 
Act required numerous comparisons as between holding 
company subsidiaries and independent utilities. It was 
necessary, therefore, to determine a basis for classifying 
operating utilities into groups which would satisfactorily 
distinguish independent utilities from holding company 
subsidiaries. 

Similarly, determination of the relationship between the 
factor of size of operating company and the objectives of 
the Act required comparisons between groups of operating 
utilities of various sizes. This called for the selection of 
a measure for classifying operating utilities according to 
size. 

Likewise, determination of the relationship between the 
factor of size of holding company system and the objectives 
of the Act required comparisons between operating utili- 
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ties belonging to holding company systems of different 
sizes. It was thus necessarv to select a measure for class- 
ifying holding company systems according to size of the 
system. 

In the same manner, determination of the relationship 
between distance of operating subsidiaries from the general 
headquarters of their respective holding companies and 
the objectives of the Act required the selection of a method 
of classifying operating subsidiaries according to their dis¬ 
tance from their respective general headquarters. 

In addition to these problems of classification of operat¬ 
ing utilities, I was at the outset confronted with the task 
of selecting various criteria or indexes by which to measure 
the respective performances of the operating utilities within 
the various classifications which I have mentioned. While 
it will be necessary later to go into the reasons for select¬ 
ing these particular criteria or indexes in some detail, it 
will I think be helpful at this point to enumerate some such 
criteria or indexes. 

Thus, in order to measure the impact of utility operation 
on the consuming public or, to state it differently, to meas¬ 
ure the cost of electric service to consumers, I used weighted 
average typical bills for residential electric service. In 
order to measure efficiency and economy of management 
and operation of utilities, I used a series of four indexes, 
namely, average residential electric bills, average executive 
expenses, average administrative and general expenses, and 
average management fees. In order to measure the sound¬ 
ness and economy of financial management of operating 
utilities, I employed several financial ratios, such as the 
percentages of earnings used for bond interest, for pre¬ 
ferred stock dividends and for common stock dividends. 
In order to measure or analyze the protection accorded to 
investors in utilities, I used several ratios such as the num¬ 
ber of times bond interest was earned, the number of times 
both interest and preferred stock dividends were earned 
overall, and the balances of gross revenues remaining after 
all fixed charges. 
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In respect of all these matters, that is, in respect of the 
several classifications of operating utilities and in respect 
of the various tests or measures of the performances of 
operating utilities, it was necessary at the outset to deter¬ 
mine the most dependable and most generally available 
sources of information and then to collect such information. 

The foregoing, of course, is only a general outline of the 
statistical approach which I have made to the studies. 

Statement of Counsel: I would like to state for 
1 the record that at this point I propose to ask Dr. 

Waterman certain questions designed to bring out 
1 some of the details of the statistical approach and 
methods employed in these studies. I think this will 
be helpful as an aid to understanding and presenting 
the studies. Some of the details as to the statistical 
1 approach and procedure are applicable only to indi¬ 
vidual studies. It will be desirable, if not indeed 
1 necessary, to defer discussion of such details until we 
I come to the individual studies in question. 

Q. Will you now describe the manner in which you classi¬ 
fied operating utilities with respect to the character of their 
ownership or control; that is, will you describe the manner 
in which you undertook to classify operating utilities as 
independent utilities and as holding company subsidiaries? 
A. I think I can best answer that question in light of a table 
which I have prepared entitled “Characteristics of Sample 
Used in Study of the Economies of Public Utility Holding 
Companies as Applied to Electric Utilities as of 1939.” 

(Have Exhibit III-l marked Exhibit . for 

Identification). 

Q. Was Exhibit.for Identification (III-l) prepared 

by you or under your supervision? A. Yes. 

Q. Do you believe the data set forth thereon to be accu¬ 
rate? A. I do. 

Q. Please describe Exhibit.for Identification (III-l). 

A. It is a table which classifies 636 operating utilities into 
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nine classes according to the character of the ownership 
and supervision of utilities. The table shows in respect of 
the operating utilities comprising each classification, as of 
1939, the number of companies in each class, the combined 
sales of electricity to ultimate consumers, both in dollar 
amounts and as a percentage of total sales, the population 
served, both in numbers of population and as a percentage 
of the total population served, the numbers of communities 
served, and the average population served both per com¬ 
pany in the group and per community served by the group. 
The table also shows, at the bottom thereof, among other 
data, the dollar amount and percentage of the total sales of 
electricity to ultimate consumers by private utilities repre¬ 
sented by the 636 operating utilities classified in the table. 

I want to make clear at the outset that the actual number 
of operating utilities classified in the table is not really 
636 but 546. This discrepancy results from the fact that for 
purposes of my studies each operating utility has been 
counted once for each State in which it provides electric 
service. There are 67 companies operating in more than 
one State which account for the 90 duplicates in the total 
of 636 to which I refer. The principal reason for this man¬ 
ner of treatment arises from the fact that the Federal Power 
Commission compiles its electric bill and rate data on this 
basis. Moreover, if this basis were not employed, it would 
have been impossible for me to classify operating utilities 
according to various geographical divisions as I have done 
in some of mv studies; and it would have been verv difficult 
for me to have classified them according to size of commu¬ 
nity served as I have done in some of my studies. While I 
shall, throughout my testimony, refer to 636 operating utili¬ 
ties as comprising my complete sample, it should be borne 
in mind that actually the complete sample consists of 546 
separate, corporate operating utilities. 

Q. Directing your attention to the column under the 
word “Code” and the column under the heading “Control 

Class Description” on Exhibit . for Identification 

(III-l), will you please describe the manner by which you 
undertook to classify operating utilities according to the 
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nine classifications listed on tlie Exhibit? A. The prob¬ 
lem of classifying the 636 operating utilities into groups 
according to type of ownership or control thereof involved 
essentially the division of all utilities throughout the nation, 
so far as possible, into two main groups, namely, independ¬ 
ent utilities and holding company subsidiaries. However, 
I approached this problem with the idea of setting up 
various subdivisions of these two main groups which might 
be significantly different in their economic and corporate 
aspects. On the basis of my preliminary study and obser¬ 
vation, the following classifications suggested themselves 
to me: First, there would be the independent utilities in the 
strictest sense, that is, operating companies which do not 
give evidence of any holding company control or of any 
corporate parent, either by virtue of stock ownership or 
otherwise. Into this class would fall each operating utility 
having no person or corporation owning more than 10% 
of its voting stock and every operating utility which had 
beeh declared by the S.E.C. not to be a subsidiary company 
under the Act. I found that there were 122 companies of 
these two types, and they were placed in one class called 

class number “0” on Exhibit.for Identification (III-l). 

Careful investigation satisfied me that these 122 companies 
were not only in form, but actually, free of any holding 
eorbpany control. With but two exceptions all operating 
utilities placed in this class number “0” are, by express 
order of the S.E.C. or by clear implication, exempt from the 
provisions of the Act. Said two exceptions, namely, Citi¬ 
zens Utilities Company and Sioux City Gas and Electric 
Company, are registered holding companies because they 
control operating subsidiaries but, as operating companies, 
they are themselves free from outside holding company 
control, and, to the extent that they are operating utilities, 
they are necessarily included in my classifications as “inde¬ 
pendent utilities. ” The subsidiaries of Citizens Utilities 
Company and Sioux City Gas and Electric Company are, 
of course, included in my classification as “holding company 
subsidiaries.’ ’ 
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Secondly, there would be another group of operating 
utilities, unlike the class number “0” companies in form 
but like them in substance and which obviously should be 
classed as independent utilities. The group would consist 
of those operating utilities which are in form holding 
company subsidiaries because a substantial portion of their 
stock is held by another corporation, but which are exempt 
from the Act because in effect they constitute merely sepa¬ 
rate operating divisions of their respective parent corpora¬ 
tions which are themselves exempt from the Act either 
because they are essentially operating utilities or because 
they are intrastate in character. I found that there were 58 
companies of this type and they were placed in one class 

called class number “1” on Exhibit . for Identification 

(III-l). 

It seemed clear at this stage that all the remaining 
electric utilities in the country could properly be labeled 
“holding company subsidiaries.” It occurred to me, how¬ 
ever, that it might be helpful for the purpose of my studies 
further to sub-classify such holding company subsidiaries. 
For example, certain holding company subsidiaries employ 
mutual service companies to aid them in management and 
some do not. Before I embarked upon my studies, it seemed 
to me that there might be such characteristic differences 
between these two types of holding company subsidiaries 
as to justify separate classification. Furthermore, those 
holding company subsidiaries which employ service com¬ 
panies to aid them in management use various methods of 
accounting for management fees and expenses, and for this 
reason it seemed desirable at the outset to effect a further 
sub-classification of such subsidiaries in case, as my studies 
progressed, it became necessary to recognize any difference 
in the accounting treatment of such fees and expenses. 
Accordingly, I subdivided the holding company sub¬ 
sidiaries which use service companies to aid them in man¬ 
agement into three sub-classifications which appear as 
classes numbered “2”, “3” and “4”, respectively, on 
Exhibit . for Identification (III-l). 
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Clhss number “2” consists of those holding company 
subsidiaries, 69 in number, all of whose management fees 
and expenses are allocated to various expense accounts 
and thus may be said to be lost in the books of account. 

Class number “3 M consists of those holding company 
subsidiaries, 14S in number, a part of whose management 
fees and expenses are allocated to various expense ac¬ 
counts and part of whose management fees and expenses 
are charged to Account No. 794 of the F.P.C. Classification 
of Accounts (Uniform System of Accounts Prescribed for 
Public Utilities and Licensees Subject to the Provisions 
of the Federal Power Act, effective January 1,1937). 

Class number “4” consists of those holding company 
subsidiaries, 107 in number, all of whose management fees 
and expenses are charged to said Account No. 794. 

Further, at the outset of my studies, it seemed desirable 
to sub-classify holding company subsidiaries which do not 
employ mutual service companies to aid them in manage¬ 
ment on the basis of differences in percentages of voting 
control. Accordingly, the last mentioned group of holding 
company subsidiaries were sub-classified into classes num¬ 
bered “5”, “6” and “7” on Exhibit.for Identification 

(III-l). Class number “ 5 ” consists of operating utilities 
controlled by holding companies having a voting power in 
excess of 75%, class number “6” consists of companies 
controlled by holding eomanies having a voting power of 
between 50% and 75%; and class number “7” consists 
of companies controlled by holding companies having a 
voting power of less than 50%. 

After the classifying of operating utilities had proceeded 
to this point, there were left only two companies, namely, 
Jersey Central Light and Power Company, two-thirds of 
the voting stock of which is owned by National Public 
Service Company and one-third of the stock of which is 
owned by Associated Gas and Electric Company, and Public 
Service Electric and Gas Company, two-sevenths of the 
stock of which is owned by United Gas Improvement Com¬ 
pany and one-seventh of the stock of which is owned by 
United Corporation. These two companies appeared to be 
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neither fish nor fowl so far as mv classification was con¬ 
cerned and hence they were classified by themselves as class 

number “8” on Exhibit . for Identification (III-l). 

Investigation disclosed that these two companies are inde¬ 
pendently operated, there being no evidence of actual control 
in either case by any of the respective corporate owners 
of the voting stock, and neither has been classified by the 
S.E.C. as a holding company subsidiary. 

Throughout the development and preparation of my 
studies I maintained the nine original classifications of 
operating utilities indicated on Exhibit.for Identifica¬ 

tion (III-l); that is, in my working papers I broke down all 
the data into the several sub-classifications whenever 
there were any comparisons to be made as between inde¬ 
pendent utilities and holding company subsidiaries. As the 
studies progressed, however, it became apparent that many 
of the sub-classifications were quite without meaning so far 
as the object of my studies was concerned. Thus, the sub¬ 
classification of holding company subsidiaries which have 
mutual service contracts according to differences in account¬ 
ing for management fees and expenses proved to be of no 
significance. Similarly, sub-classification of holding com¬ 
pany subsidiaries which do not have mutual service con¬ 
tracts according to the extent of voting control possessed 
by their respective holding companies served no useful 
purpose. 

Accordingly, for the purpose of presenting the results 
of my studies to this Commission, I have grouped the oper¬ 
ating utilities which comprise classes number “0”, “1” 

and “8” on Exhibit.for Identification (III-l) as one 

group which I have called ‘‘independents” or “independent 

utilities”. Thev are all alike in the sense that thev are 
* » 

independent of any degree of control by a registered holding 
company. Similarly, the operating utilities in classes “2”, 

to “7”, inclusive, on Exhibit.for Identification (III-l) 

have been grouped as one class, called “holding company 
subsidiaries”. All of these companies are alike in that they 
are operating subsidiaries of registered holding companies. 
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The merging of the several sub-classifications of electric 

utilities on Exhibit . for Identification (III-l), as just 

stated, produced as of January 1, 1940, as my complete 
sample, a group of 182 independent utilities and a group of 
■454 holding company subsidiaries, for which data were 
found to be available on the various points to be studied. 
Eliminating the duplicates resulting from the fact, which 
I have previously mentioned, that operating utilities have 
been counted once for each State in which they operate, 
there are actually 163 independent utilities and 383 holding 
company subsidiaries in my complete sample. For reasons 
already made clear, I shall continue to refer to said 163 
independent utilities as 182 independent utilities and to said 
383 1 holding company subsidiaries as 454 holding company 
subsidiaries. 

I might add that I have preserved, and without too much 
trouble can secure, the figures showing the results for each 
of the various sub-classifications of utilities with which I 
started out on my studies. I might also add that the results 
for each such sub-classification approximate very closely 
the results for the larger groups which I am now employing 
for the purpose of presenting the results of these studies 
to the Commission. 

Q. You stated that your complete sample consists of 182 
independent utilities and 454 holding company subsidiaries. 
Do you regard the number of units in each of these two 
groups as adequate to measure the relative performance of 
the two groups with respect to the subject matters of your 
studies? A. There is no question but what the sample is 
adequate for purposes of the principal phases of the studies. 

These 636 companies, referred to in Exhibit . (IIX-1) 

account for nearly 96% of total sales of electricity to ulti¬ 
mate consumers by private utilities as reported by the 
Edison Electric Institute for the year 1939. The complete 
sample thus represents substantially the entire private 
electric utility industry of the nation. The 182 independent 
utilities served 33% of the total population covered by the 
study during 1939 and during the same year accounted for 
35 % of the private sales of electricity to ultimate con- 




017 


m—16,17 


sumers. The 454 holding company subsidiaries referred to 

on Exhibit . for Identification (III-l) served 67% of 

the total population covered by the study during 1939 and, 
in their turn, accounted for 65% of the total private sales 
of electricity to ultimate consumers. It is true that, as 

indicated in Exhibit . for Identification (III-l), 366 

operating utilities reporting to the F.P.C. are not included 
in the sample because of lack of complete or comparable 
data except for electric bills. For the most part they are 
small, isolated operating companies which furnish insuf¬ 
ficient data to the F.P.C. to permit classification for pur¬ 
poses of my studies. These 366 companies serve an average 
population per company of only 993 and a total population 
of only 363,000; and they operate on the average in only 
1.5 communities apiece. Their omission from the complete 
sample does not prevent it from fairly representing the 
entire private electric utility business of the nation. 

Q. By the way, did you use exactly the same groups of 
operating utilities in each of your studies? A. No. There 
are considerable variations in the numbers of utilities com¬ 
prising the samples in the different sections of the studies. 
In the case of each study, however, I used as the sample 
all the companies, both independent utilities and holding 
company subsidiaries, for which the data in question were 
available. 

Q. Where did you secure the data which you used in 
classifying utilities according to the character of their 
ownership or control, that is, in classifying utilities as inde¬ 
pendent utilities or as holding company subsidiaries, and 

the other data reflected on Exhibit . for Identification 

(III-l)? A. I used the published lists issued from time to 
time by the S.E.C. showing the Commission’s classification 
of utility operating companies at various dates, particu¬ 
larly a list dated August 31, 1940, entitled “Registered 
Public Utility Holding Companies.” This latter list com¬ 
pletely covers classes numbered “2” to “7”, inclusive, on 
Exhibit.for Identification (III-l) since it lists all sub¬ 

sidiaries of registered holding companies. By process of 
elimination said list also characterizes all operating utili- 
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ties not listed therein as independent utilities. I checked 
the results with Moody’s 1940 Manual of Public Utilities. 

The information required for the purpose of sub-classi¬ 
fying holding company subsidiaries in classes numbered 

“2”, “3” and “4” on Exhibit.for Identification (III-l) 

was obtained from analyses of annual reports of companies 
made to the F.P.C. for the year 1939 on F.P.C. Annual Re¬ 
port Forms No. 1, Schedules 427 and 550, and Expense 
Account Xo. 794 for each company. Schedule 337 in F.P.C. 
Form Xos. 96 and 97 furnished this information for the 
smaller utilities. 

The data as to the sales of electricity to ultimate con- 

V 

sumers were taken from the reports of the Federal Power 
Commission. The figures as to populations served were 
taken from the 1930 United States census as shown on the 
F.P.C. rate cards. (Here offer Exhibit.for Identifica¬ 

tion (III-l) in evidence.) 

Q. Having described your classification of operating 
utilities according to character of ownership or control, will 
you now state how you classified operating utilities with 
respect to size of operating company? A. Two different 
types of classifications according to size of operating com¬ 
pany were employed. For purposes of those studies deal¬ 
ing with electric rates and various costs of management and 
operation, I classified operating utilities by size of operat¬ 
ing company groups on the basis of ‘ 4 Total Sales of Electric 
Energy.” I did this because I believe that the factor of 
total sales of electric energy is a truthful indicator of the 
physical factor of size of company. Hereafter, throughout 
my testimony, I shall refer to “Total Sales of Electric 
Energy” by the shorter phrase “Total Electric Revenues.” 

For those phases of the studies dealing with operating 
utilities as corporations, namely those studies of soundness 
of financial policies and protection of investors, I classified 
them into various size of company classifications on the 
basis of “total gross revenues.” This, in my opinion, is 
the most accurate measure of size of company for the pur¬ 
pose of making comparisons of a financial or corporate 
character because all sources of revenue contribute to cor- 
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porate size and to its relation to financial operations. Non¬ 
recurring revenues from outside the broad field of utility 
operation were, however, excluded from “total gross reve¬ 
nues” in order to avoid any influence not truly a part of 
utility operations. 

Q. How did you classify holding company systems ac¬ 
cording to size? A. Holding company systems were classi¬ 
fied according to size for purposes of my study on the basis 
of their consolidated gross revenues. Such size might, of 
course, have been measured bv total svstem electric reve- 
nues. If each utility division in a holding company system 
were separately run, the use of total electric revenues would 
be a fair measure of the electric business, and thus of the 
extent of electrical skill and experience that could be 
assumed to exist in, or be available to, the system. More 
realistic in the business sense, however, is the index of con¬ 
solidated gross revenues which more accurately reflects the 
size, power and influence of a holding company system. 
Whether revenues come from oil, gas, electricity or street 
railways, they contribute to the size of the business, to its 
dollar volume and to the scope of its influence. On the basis 
of these considerations, I determined to employ consoli¬ 
dated gross revenue, as the measure of holding company 
svstem size. 

m 

Q. From what sources did you secure the data which 
was necessary in order to classify operating utilities and 
holding company systems on bases of size in the manner 
you have described? A. I secured the data with respect to 
total electric revenues, that is, total sales of electric energy, 
from F.P.C. Annual Report Form No. 1 (page 50S, line 14) 
for all companies using Form No. 1, and from F.P.C. Forms 
Nos. 96 and 97 (page 506) for companies having less than 
$250,000 annual gross revenues. Total gross revenue figures 
were obtained from Moody’s 1940 Manual of Public Utili¬ 
ties and were checked with F.P.C. and S.E.C. reports. 
Figures as to consolidated gross revenues of holding com¬ 
pany systems were obtained from Moody’s 1940 Manual of 
Public Utilities. In the case of a few small systems, consoli¬ 
dated gross revenues were not available and it was neces- 
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sary to add together revenues of the operating constituents 
to arrive at a figure for classification purposes. 

Q. You have stated that in measuring cost of electric 
servibe to consumers and in part for measuring economy of 
management and operation of utilities you used, respec¬ 
tively, weighted average bills for residential electric service 
and average bills for residential electric service. Will you 
state the sources of your information with respect to electric 
rates^ and bills ? A. Data as to electric rates and bills were 
secured from the series of publications of the Federal Power 
Commission entitled, “Typical Electric Bills—1940.’’ There 
is one such publication for each State. Actually, however, 
through the courtesy of the Hon. Leland Olds, Chairman of 
the Federal Power Commission, and his staff, there were 
made available to me duplicate copies of the F.P.C. “Typical 
Bill Cards/’ F.P.C. Form Xo. 69, and the F.P.C. “Company 
Cards,” F.P.C. Form X~o. 56, containing complete electric 
bill data, identified as to company, for all communities in 
the United States having a population of over 250, as of 
January 1, 1940. These cards are punched Hollerith 
machine tabulating cards which represent the printed elec¬ 
tric rate and bill data contained in the F.P.C. publications 
I have mentioned. There is one such typical bill card for 
each of about IS,000 communities in the United States hav¬ 
ing a population of 250 or over. It would have been possible 
for me to have produced similar Hollerith machine cards 
from the information in the said F.P.C. publications. How¬ 
ever, apart from the fact that the expense would have been 
considerable, there would have existed a possibility of error 
in punching a new set of cards, which possibility was elim¬ 
inated because of the courtesy of the Federal Power Com¬ 
mission in making their own Hollerith cards available for 
mechanical duplication by International Business Machines 
Corporation at its Washington, D. C., office. 

Q. Will you describe generally the statistical techniques 
which you used in handling the data which you assembled. 
A. The statistical treatment of the data, particularly the 
electric bill and rate data, was accomplished largely through 
the use of the Hollerith machine tabulating equipment 
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available in the Sorting and Tabulating Machine Station 
of the University of Michigan, where all the technical 
Hollerith machine work in connection with my studies was 
performed by a highly trained technical staff and super¬ 
vised by the department head who directs all similar work 
passing through that division of the University. 

Q. What is this Hollerith tabulating equipment and 
these Hollerith machine cards to which you have referred? 
A. The Hollerith cards are cards used in the operation of 
the Hollerith tabulating equipment. The Hollerith tabulat¬ 
ing equipment is essentially a series of machines, manufac¬ 
tured and leased by International Business Machines Cor¬ 
poration, which are frequently and customarily used in con¬ 
nection with complicated and comprehensive statistical 
studies and compilations. These machines use a standard 
sized card with holes punched in it as the basis of their 
operation. The essential data which is to be studied sta¬ 
tistically is punched into the cards directly or by the use of 
code numbers. The machines are so constructed that they 
can sort and tabulate the data thus punched into the cards. 

Machines are available that divide and multiply as well 
as sort, add and subtract the data punched on the cards. 
For example, if I have 18,000 F.P.C. Form No. 69 cards, 
each representing a community in the United States and 
punched with the F.P.C. electric bill and rate data, and I 
wish to find out the weighted average cost of 25 KWH of 
electricity in all communities having a population over 
50,000, I would first put the 18,000 cards through a sorter 
which would be set to pick out only those cards whose 
punches showed a community having a population of over 
50,000. This operation would give me in a very few minutes 
the small handful of cards (1S9 to be exact) representing 
cities with a population of over 50,000. I would then put 
this selected group of cards through a “ multiplier, ” which 
is a calculating machine which could be adjusted so as to 
produce the product of the population and the typical bill 
for 25 KWH of electricity, if this product had not already 
been punched in the card. The cards would then be run 
through another machine which would total such products 
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and which would also total the population figures. The di¬ 
vision of the latter sum into the former -would give me the 
weighted average cost of 25 KWH of electricity in all cities 
of the United States with a population of over 50,000. 

Q. Are these machines accurate? A. They are com¬ 
pletely accurate when operated by competent personnel. 

Q. Were the personnel which operated the Hollerith 
machines in connection with your studies competent? A. 
Entirely so. I might add that I am prepared at any time 
to discuss the system of controls which I employed in order 
to insure the absolute accuracy of the statistical processes 
employed in the studies. 

Q. Have you caused to be prepared an exhibit which 
lists or names every one of the operating utilities and 
holding companies included in your studies? A. Yes. 

(Have Exhibit III-2 marked Exhibit . for 

Identification.) 

Q. Was Exhibit.for Identification (III-2) prepared 

under your supervision? A. Yes. 

Q. Do you believe it to be accurate ? A. I do. 

Q. Please describe Exhibit . for Identification 

(III-2). A. It is an alphabetical list of all operating utili¬ 
ties and holding companies on which my studies are based 
and includes the 366 unclassified companies to which I pre¬ 
viously referred. It was produced by the Hollerith machine 
from the original data as punched on the Federal Power 
Commission Hollerith cards. It shows for each utility 
listed thereon the code number with respect to several of 
the bases of classification used, the Federal Power Com¬ 
mission’s State and utility number, the dollar amount of 
sales of electricity to ultimate consumers, and the Securities 
and Exchange Commission’s serial number for each related 
holding company. The list also contains a key to the various 
code numbers which makes it possible to interpret the 
several bases of classification. 

(Here offer Exhibit . (III-2) for Identifica¬ 

tion in evidence.) 







923 


m—25,26 


Q. You have indicated, Dr. Waterman, that most of the 
data on which your studies are based relate either to the 
year 1939 or to the date January 1, 1940. Why did you 
select as the basis for your studies data for said year and 
said date? A. Counsel for respondents stated at the outset 
that they wanted my studies based upon present facts and 
conditions. Accordingly, I always used data which were 
the latest and most recent which could be secured at the 
time my studies were under way. Since most of my statis¬ 
tical analyses were carried on during the calendar year 
1940, my choice of electric bill and rate data was thus limited 
to that published by the Federal Power Commission as of 
January 1, 1940. The latest financial and utility operating 
data available in 1940 were obviously those applicable to 
the fiscal and corporate year 1939. 

Q. Do you consider that your data covers a sufficient 
period of time to insure its statistical reliability for the 
purpose of your studies? A. Yes. The whole object of my 
studies was to establish relationships between various 
groupings of operating utilities classified on various bases. 
Little or no attention has been paid to the actual perform¬ 
ance or position of any one utility of any group of utilities 
with respect to any of the factors analyzed. Moreover, the 
comparisons dealt with in my studies are based on con¬ 
tinuing or long-run conditions which do not change rapidly. 
There is no question but that 1939 data afford a picture 
which is accurately representative of relative conditions as 
they exist at the present time. 

Q. I note that in arriving at the various population 

figures and averages shown on Exhibit . (I3I-1) you 

utilized the 1930 United States census. Why did you not 
use the 1940 census figure? A. The answer to that ques¬ 
tion will be made clear at a later point. I might say now, 
however, that there are no differences between 1930 and 
1940 population figures which would affect any of my 
studies. 

Q. Have you completed the description of means and 
methods which you have employed in classifying operating 
utilities for the purposes of your studies, of the sources 
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of the data upon which your studies are based, and of the 
statistical methods used in assembling and preparing such 
data ? A. In a general way, yes. It will be necessary to 
discuss some of these matters in more detail, and to furnish 
certain additional explanatory information, in connection 
with some of the individual studies and exhibits. 
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(VI-A-l-b) 


CHARACTERISTICS OF SAMPLE USED IN STUDY OF THE ECONOMIES 
OF PUBLIC UTILITY HOLDING COMPANIES AS APPLIED 
TO ELECTRIC UTILITIES AS OF 1939 

1. Make-up of Sample 


Exhibit . 

♦Counted in each state in which 
they serve. 

t As reported to the Federal Power 
Commission. 

t According to 1930 U. S. Census. 


Code 

Control Class Description 

N umber of 
Companies* 

Sales to Ultimate Consumerst 

l Population Served}: 

Communities Served 

Average Population 

Amount 

(000) 

Per Cent 
of Total 

i Number 

Per Cent 
of Total 

Number 

Per Cent 
of Total 

Per 

Company 

Per 

Community 

0 

Independent unit companies. 

122 

$ 455,917 

22.29 

14,172,796 

19.48 

1,913 

10.71 

116,170 

7,409 

1 

Units of exempt holding Company systems. 

58 

164,674 

8.05 

6,601,945 

9.07 

856 

4.79 

113,827 

7,713 


Mutual service subs.—No. 794. 

69 

287,161 

14.04 

10,679,303 

14.68 

2,607 

14.60 

154,773 

4,096 

0 

Mutual service subs.—Part 794. 

14S 

299.958 

14.67 

10,991,691 

15.11 

3,118 

17.46 

74,26S 

3,525 

4 

Mutual serv. subs.—all 794. 

107 

410.844 

20.09 

14,590,019 

20.05 

5,521 

30.92 

136,355 

2,643 

5 

Xon-serv. subs.—over 75% vote. 

121 

247,662 

12.11 

8,968,864 

12.33 

2,798 

15.67 

74,123 

3,205 

6 

Xon-scrv. subs.—50% to 75% vote.. 

4 

14,805 

0.72 

516,957 

0.71 

163 

0.91 

129,239 

3,172 

7 

Xon-serv. subs.—less than 50% vote.. 

5 

77,895 

3.81 

2,950,127 

4.05 

555 

3.11 

590,025 

5,316 

8 

Jointlv owned companies. 

2 

86,155 

4.21 

3,288,908 

4.52 

325 

1.82 

1,644,454 

10,120 

0+1-rS 

/)id l p cyxd ci i ts . .. 

182 

706.746 

34.56 

24,063,649 

33.07 

3,094 

17.33 

132,218 

7,778 

2+3+4 

Mutual service subsidiaries. 

324 

997,963 

48.80 

36,261,013 

49.S4 

11,246 

62.9S 

111,917 

3.224 

5+6+7 

Other subs.—registered. 

130 

340,362 

16.64 

12,435,94S 

17.09 

3,516 

19.69 

95,661 

3,537 

2 to 7 

"Holding company subs.”. _ 

454 

1,338,325 

65.44 

48,696,961 

66.93 

14,762 

82.67 

107,262 

3,299 

Total 

All classified companies.. 

636 

$2,045,071 

100.00 

72,760,610 

100.00 

17,856 

100.00 

114,403 

4,075 


2. Character and Extent of the Sample 

Total sales to ultimate consumers as reported by the Edison Electric Institute for 1939... $2,293,644,000 

Sales by publicly owned utilities as reported by the United States Census for 1939..- 134,976,000 

Balance to be accounted for by privately owned utilities... $2,138,668,000 

Sample (above) includes private companies reporting total sales to ultimate consumers on Federal 

Power Commission Form Is, 96’s and 97’s_ $2,045,071,000 

Sample as per cent of total private utility sales to ultimate consumers... 95.62% 


Excluded from the same for lack of complete or comparable data arc 366 companies reporting to the Federal Power 
Commission. These companies are reported as serving a population of 363,376 in 546 communities. 
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Exhibit III-2. 

Detailed Classification and Key (Hollerith) 

(Copy of this sheet was filed with original of Document 
Xo. 392 in pocket on last page thereof.) 
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Q. And now, Professor Waterman, I direct your atten¬ 
tion to the first major group of your studies, namely, those 
covering the relationship between the character of control 
over utilities and the objectives of the Act. First, at the 
risk of some repetition, will you please give a brief general 
description thereof? A. Their general character has already 
been indicated. Briefly, the first group of studies is de¬ 
signed to determine whether the fact that an operating 
utility is controlled by a holding company has any rela¬ 
tionship, and if so, what relationship, to four factors, 
namely, (1) cost of electric service to consumers, (2) 
economy in management and operation of utilities, (3) 
soundness of financial management of utilities, and (4) pro¬ 
tection of investors in utilitv securities. 

• 

Q. Referring now to the first section of the first group 
of studies, namely, your study as to whether the character 
of control over utilities bears any relation to the cost of 
utility service to consumers, have you caused to be pre¬ 
pared a table entitled “Average Typical Electric Bills 
Charged by Independent and Holding Company Subsidiary 
Utilities, as of January 1, 1940-’? A. Yes. 

(Have Exhibit IV-A-l marked Exhibit . for 

Identification.) 

Q. Was this table, Exhibit . for Identification 

(IV-A-l), prepared by you or under your supervision? A. 
Yes. 

Q. Do you believe it to be accurate ? A. I do. 

Q. Wili you briefly describe Exhibit.for Identifica¬ 

tion (IV-A-l) ? A. It is a table which shows as to the two 
major groups of electric utilities to which I have already 
referred, namely, 1S2 independent utilities and 454 holding 
company subsidiaries, the average typical bills for 25, 100 
and 250 KWH of electricity, respectively. Said average 
bills are based on residential electric rates and have been 
weighted by the population served at each rate. The table 
also shows, in respect of each of said groups of electric 
utilities, both actually and by percentages, the population 
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served by each group, the number of communities served 
by each group, and the dollar amounts of sales of electricity 
to ultimate consumers of each group. It also shows the 
average population, per community and per company, 
served by each group; the average number of communities 
per company served by each group; and the average dollar 
amounts of sales of electricity, per capita, per community 
and per company, of each group. 

Q. Does Exhibit.for Identification (IV-A-1) show 

on its face the source of the data set forth thereon? A. It 
does. 

Q. Will vou state whv Exhibit . for Identification 

(IV-A-1) is confined to residential electric bills? A. Clearly, 
the most important class of electric service to the public 
at large is residential service, S0% of the total electric 
customers being in that class. Furthermore, from the point 
of view of the policy of the Act, as disclosed in Section 1 
thereof, there would seem to be much less reason to be 
concerned about the users of industrial or commercial elec¬ 
tricity than the users of residential electricity since the 
former, particularly the users of industrial power, tend to 
be protected from excessive charges by actual and poten¬ 
tial competition in the form of alternative sources of heat 
and power. As a matter of fact, it is evident even among 
residential consumers of electricity, as shown by Exhibit 

.. for Identification (IV-A-1) and other exhibits to which 

I shall later refer, that differences in bills for 250 KWH of 
electricity are less significant percentagewise than bills for 
25 KWH of electricity, a phenomenon which is to be ex¬ 
pected in view of the fact that all electric utilities must 
invade a competitive field to attract the cooking and heating 
loads which are necessary to bring the monthly residential 
use of electricity to as high a point as 250 KWH. 

Another important reason for confining the study to 
residential rates is the necessity for applying a weighting 
factor to the bills. The population weighting factor used 
throughout this and subsequent similar tables is logically 
applicable only to situations in which the number of cus¬ 
tomers of the utilities and the population served thereby 
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are themselves closely correlated. This situation is unques¬ 
tionably true generally in the case of residential electric 
bills but may not be true in the case of commercial or indus¬ 
trial electric bills. To state it differently, the true situa- 
tion with respect to consumers of commercial and indus¬ 
trial electricity is less apt to be truly represented by popula¬ 
tion weighting of commercial or industrial electric bills 
because the number of such customers may or may not vary 
in direct proportion to population served. 

Q. You speak of “weighting by population’’ and 
“weighting factors,” and state that it is necessary to 
“weight” the average electric bills according to the popula¬ 
tion served at each rate. Will you indicate why this is 
necessary for your purposes? A. Bear in mind that the 
basis of my several cost of electricity comparisons is the 
average typical bills for each of three use levels, namely, 
25, 100 and 250 KWH of electricity, in each community of 
250 population or over in the United States. It is quite 
obvious that the typical electric bill in a small community 
of 250 population should not count as much in making up 
the average as the typical electric bill in a larger commu¬ 
nity. The best measure of the weight which should be given 
to each bill in making up the average would appear to be 
the population of the community. When working in a field 
as broad as the one covered by this study, it is entirely 
reasonable to assume that the universal application of 
population weighting serves to establish an accurate meas¬ 
ure of the impact of electric rates upon the consuming 
public. 

Q. Did you consider weighting the electric bills by the 
number of residential customers served in each community? 
A. Yes, I did consider that method of approach. Such a 
weighting process would fail to recognize the influence of 
the available rate on potential customers comprising that 
portion of the population not already taking electric service 
but to whom such service is available. Furthermore, the 
particular approach is definitely precluded by lack of com¬ 
plete data. 
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Q. What population figures did you use for weighting 
the average typical electric bills and why? A. The average 
billsi were weighted by the population of each community 
served according to the 1930 United States Census. In 
cases of communities where competition existed, the popu¬ 
lation of the community for weighting purposes was divided 
among the utilities serving it proportionately to the num¬ 
ber of customers of each. 1930 Census figures were used, 
rather than 1940 census figures, because the Federal Power 
Commission had published its data on the 1930 census basis 
and, as I have stated, the F.P.C. data were adopted for 
purposes of my studies. Furthermore, the 1940 census 
figures were not fully available when I commenced the 
studies. 

Q. Did you subsequently make a study to determine the 
percentage of population changes in the several States 
during the decade 1931 to 1940 ? A. Yes. 

Q. And in that connection, did you cause to be prepared 
a table entitled, “Distribution of United States Population 
by States, 1930 and 1940’’? A. Yes. 

(Have Exhibit IV-A-l-a marked Exhibit.for 

Identification.) 


Q. Was Exhibit.for Identification (IV-A-l-a) pre¬ 

pared under your supervision? A. Yes. 

Q. Do you believe it to be accurate? A. I do. 

Q. From what sources was Exhibit.for Identifica¬ 

tion (IV-A-l-a) prepared. A. From United States census 
reports for 1930 and 1940. 

Q. What does Exhibit.for Identification (IV-A-l-a) 

indicate with respect to the point you have just been dis¬ 
cussing? A. It shows the percentage of the total popula¬ 
tion of the nation in each State according to both the 1930 
census and the 1940 census. The respective percentage 
figures appear in parallel columns. It is apparent at a 
glance at these parallel columns that while there were shifts 
in the percentages in population in the several States during 
the decade 1931 to 1940, such shifts were not sufficient rela- 
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tively to invalidate or to affect in any important manner 
the weighting of the 1940 average typical electric bills on 
the basis of the 1930 census figures. 

Q. Why did you choose average electric bills for 25,100, 
and 250 KWH of electricity, respectively as the measure of 
the cost of electric service to consumers, and why do you 
refer to such bills as “typical bills’*'? A. I chose the bills 
for these three use levels, first, because the data was avail¬ 
able for said three use levels in the published reports of the 
Federal Power Commission and, second, because I agree 
with the reasons of the Federal Power Commission for 
selecting these three use levels as “typical.” The F.P.C. 
in numerous publications has explained its choice of these 
three use levels as typical use levels by pointing out that 
25 KWH per month represents the class of customers which 
uses electric energy for lighting and small appliances; that 
100 KWH per month represents the class of customers which 
uses electric energy for refrigeration in addition to light¬ 
ing and small appliances; and that 250 KWH per month 
represents the class of customers which uses electric energy 
for cooking in addition to refrigeration, lighting and small 
appliances. 

Q. In your opinion does the study set forth on Exhibit 
.for Identification (IV-A-1) fairly and accurately meas¬ 
ure the relationship of character of control over electric 
utilities to the cost of electric service to consumers? A. 
Yes. In spite of the fact that, in most states of the Union, 
the residential consumer of electricitv is accorded some 
form of regulatory protection, it is fairly presumed that 
his electric bills will be affected bv certain characteristics 
over which regulation has no or but nominal control, and 
that within the range of regulatory limits certain types of 
utilities may sell current more cheaply than other types of 
utilities. A study of electric bills which fairly encompasses 
the entire private electric industry of the country should 
reflect, and in my opinion, my studies do reflect, the rela¬ 
tionship between holding company control and the cost of 
electric service. 




932 


IV-A—7,8,8a 


(Here offer Exhibits.(IV-A-1) and.(IV- 

A-l-a) for Identification in evidence.) 

Q. What does Exhibit . (IV-A-1) indicate with 

respect to the relationship between the character of con¬ 
trol over electric utilities and the cost of electric service to 
consumers? A. It shows that throughout the United States 
people served by private electrical utilities consistently 
enjoy somewhat more favorable rates for residential ser¬ 
vice from holding company subsidiaries than from independ¬ 
ent utilities, a fact which is shown to be true at all three 
use levels in respect of which the data are presented. More 
specifically, the Exhibit shows that, as of January 1, 1940, 
the average typical bill of the independent electric utilities 
in the United States for 25 KWH of electricity is $1.56, as 
compared with the figure of $1.47 for electric utilities which 
are holding company subsidiaries and as compared with the 
figure of $1.50 for all private electric utilities in the country 
included in my sample; that the average typical bill of the 
independent electric utilities for 100 KWH of electricity is 
$4.34, as compared with the figure of $4.11 for electric utili¬ 
ties which are holding company subsidiaries and as com¬ 
pared with the figure of $4.19 for all private utilities 
included in my sample; that the average typical bill of the 
independent electric utilities for 250 KWH of electricity is 
$7.79, as compared with the figure of $7.43 for holding com¬ 
pany subsidiaries and the figure of $7.55 for all private 
utilities included in my sample. 

Q. Would you say that these differences are statistically 
significant? A. In my opinion the differences are statis¬ 
tically significant in view of the fact that these average 
figures cover the country as a whole. 

Q. I note that Exhibit . (IV-A-1) lists 366 compa¬ 

nies under the column headed “Unclassified.’* What are 
these companies? A. These are the 366 small operating 
utilities to which I referred some time ago which have not 
been included in my complete sample because of lack of 
adequate data with respect to said companies. Electric 
bill data with respect to said 366 companies are, however, 
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available, and accordingly I have set forth such data with 
respect to said 366 companies in this exhibit and in subse¬ 
quent exhibits dealing with weighted average electric bills. 
As I pointed out before, all of these 366 companies are 
independent utilities and for purposes of this particular 
exhibit and all other exhibits dealing with weighted average 
electric bills said companies could properly have been 
included as independent utilities. 

Q. How would the figures as to the weighted average 
bills of independent utilities have been affected if the com¬ 
panies which you have grouped under the heading “Unclas¬ 
sified” on Exhibit . (IV-A-1) had been included with 

the independent utilities? A. The weighted average bills 
of said 366 small operating utilities are, at each of the 
three use levels, considerably higher than those of the 182 
utilities which are classified in this and subsequent Exhibits 
as independent utilities. The necessary effect of including 
the said 366 unclassified companies as independent utilities 
would be, of course, to raise somewhat the weighted average 
bills of the independent utilities group at each of the three 
use levels. 

Q. Does Exhibit. (IV-A-1) indicate certain differ¬ 

ences in characteristics which accompany the differences in 
the average electric bills of independent utilities as com¬ 
pared with the average electric bills of holding company 
subsidiaries? A. Yes. The average populations both per 
company and per community, served by electric utilities 
which are holding company subsidiaries are distinctly 
smaller than the average populations served by the inde¬ 
pendent electric utilities. The sales of electricity per capita 
for all utilities are remarkably consistent, which fact, cou¬ 
pled with the population differences mentioned, leads logi¬ 
cally to the noticeably smaller sales of electricity per 
community and per company by the holding company sub¬ 
sidiaries. 

Q. In view of such distinctive characteristics, did you 
cause to be prepared certain exhibits designed to assist in 
the analysis of the relationships between the size of the 
community served by electric utilities, the bills charged by 
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utilities in communities of varying sizes, and tlie differences 
between the cost of electric service furnished by independent 
and holding company utilities within each community size 
group? A. Yes. 

(Here have Exhibits IV-A-2-a to 2-e marked as 
Exhibits.to.respectively, for Identification.) 

Q. Were Exhibits . to . for Identification (IV- 

A-2-a to 2-e) prepared by you or under your supervision? 
A. Yes. 

Q. Do you believe the data set forth thereon to be accu¬ 
rate? A. I do. 

Q. Do they show on their face the sources of the data 
set forth therein? A. They do. 

Q. Will you describe Exhibits . to . for Identi¬ 
fication (IV-A-2-a to 2-e)? A. Exhibits . to . for 

Identification comprise a breakdown of the data set forth 

on Exhibit . (IV-A-1) according to communities of 

varying populations. Thus, Exhibit.for Identification 

(IV-A-2-a) is a table showing, as of January 1, 1940, the 
weighted average typical bills for 25, 100, and 250 KWH 
of electricity, respectively, charged by independent utilities 
and holding company subsidiaries in communities of a 
population of 250 to 999. It also shows, in respect of both 
independent utilities and holding company subsidiaries, the 
population served by each type of company in communities 
of the size stated, the number of such communities served 
by each type of company and the average population per 
community served by each type of company. It also shows 
the proportion of all residential electricity sold in com¬ 
munities having a population between the limits specified. 

Exhibits . to . for Identification (IV-A-2-b to 

2-e) are exactly similar in character to Exhibit . for 

Identification (IV-A-2-a) except that they deal with groups 

of communities of different sizes. Thus, Exhibit . for 

Identification (2-b) deals with communities having a popu¬ 
lation of 1,000 to 2,499; Exhibit.for Identification (2-c) 

with communities having a population of 2,500 to 9,999, 
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Exhibit . for Identification (2-d) with communities 

having a population of 10,000 to 49,999, and Exhibit . 

for Identification (2-e) with communities having a popu¬ 
lation of over 50,000. 

Q. What suggested to you the particular size of com- 
munitv classifications used in these Exhibits ? A. Tliev are 

mf mi 

the classifications which are consistently used by the Fed¬ 
eral Power Commission in assembling and reporting sim¬ 
ilar data. 

(Here offer Exhibits.to.for Identifica¬ 

tion (IV-A-2-a to 2-e) in evidence.) 

Q. Have you prepared a chart setting forth graphically 

the data wdiich appears on Exhibits.to. (IV-A-2-a 

to 2-e) f A. Yes, I have. 

(Have Chart IV-A-3 marked Exhibit . for 

Identification.) 

Q. Was Exhibit . for Identification (IV-A-3) pre¬ 

pared by you or under your immediate supervision? A. 
Yes. 

Q. Do you believe it to be accurate? A. I do. 

Q. Please describe Exhibit.for Identification (IV- 

A-3). A. In light of my explanation of Exhibits . to 

. (IV-A-2-a to 2-e) and the legends at the bottom of 

the chart, I believe it is almost self-explanatory. The bars 
with diagonal lines on the chart are replicas of the electric 
bill data contained in tabular form in respect of independent 
utilities and holding company subsidiaries as shown on 

Exhibits . to . (IV-A-2-a to 2-e). The five groups 

of bars correspond to the several community sizes as indi¬ 
cated. The percentage figure under each group indicates 
the proportionate significance of each size group of com¬ 
munities to the country as a whole, measured by population 
served. The width of the bars w*as made proportionate to 
said percentage figures to convey graphically the idea of 
the number of people in each size group. The vertical scale 
on the chart is logarithmic and the horizontal scale is 
natural. 
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Q. What is a logarithmic scale as compared with a 
natural scale, and why did you use such scales as you did 
on this chart ? A. A natural scale is one drawn on a straight 
arithmetic basis whereas a logarithmic scale is one drawn 
on a percentage basis. In this chart the natural scale is 
used on the horizontal axis,—that is, in measuring the width 
of the bars, to show the actual differences between the 
populations served by the utilities in the several company 
size groups. The data represented on the horizontal axis,— 
that is, by the width of the bars, are of such a nature that 
they should be compared actually and directly. Accord¬ 
ingly, the natural scale is used for that purpose. The 
logarithmic scale is used on the vertical axis,—that is, in 
measuring the height of the bars, to emphasize the per¬ 
centage or relative differences in typical average electric 
bills rather than the actual dollar differences in such average 
billfe. It will be noted from the chart that the span of $1 
on the vertical axis at the left of the chart decreases steadily 
as the scale ascends. Thus, a difference, for example, of 
$1 around the $S level occupies less span on the vertical 
axis than the same difference of $1 at, say, the $1.50 level. 
I might add that the use of a logarithmic or ratio scale 
for presenting comparisons of the types indicated by the 
vertical scale on this chart is standard statistical practice 
because it affords usually an accurate picture of the facts 
and their relative importance. 

(Here offer Exhibit . for Identification 

(IV-A-3) in evidence.) 

Q. What do the tables which are Exhibits.to. 

(IV-A-2-a to 2-e) and the chart which is Exhibit. 

(IV-A-3) indicate with respect to the relative cost of ren¬ 
dering residential electric service as between independent 
utilities and holding company subsidiaries? A. These 

Exhibits serve statistically to reinforce Exhibit . 

(IV-A-1) and demonstrate the universal tendency of hold¬ 
ing company subsidiaries to sell electricity at lower average 
rates than independent electric utilities. They show that 
in each size of community classified the average bills of 
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holding company subsidiaries for 25, 100 and 250 KWH 
of electricity, respectively, are as low or lower than the 
corresponding bills of independent utilities. In fact, the 
average bills of the holding company subsidiaries are lower 
in each size community and at each of the three use levels 
than the corresponding bills of independent utilities except 
in one situation where the corresponding averages are 
identical. 

Q. What do Exhibits.to. (TV-A-2-a to 2-e) and 

the chart which is Exhibit . (IV-A-3) indicate with 

respect to the relative level of electric bills in communities 
of different sizes? A. These Exhibits demonstrate statis¬ 
tically that residential customers in large communities pay 
less for electric current on the average than do customers 
in small communities. In fact, there appears to be a 
definite tendency for the cost of electricity to increase 
steadilv as the size of community decreases, and this ten- 
dencv for increasing cost continues throughout all the size 
of community classifications employed. 

Q. Have you any other comments to make in respect 

of Exhibits . to . (IV-A-2-a to 2-e and IV-A-3)? 

A. I might point out that they show that holding company 
subsidiaries have the greatest margin of superiority, in 
terms of low electric bills, in communities of over 50,000 
population. In such communities the average bills of hold¬ 
ing company units at all three use levels are farthest below 
the average bills of independent utilities. There is also 
a tendency for more spread in the communities of the 
smallest size group. In all other size groups the differ¬ 
ences are less marked, but in no instance is the average 
bill of holding company units above the average bill of 
independent utilities. This consistent superiority on the 
part of holding company subsidiaries, so far as average 
electric bills are concerned, is all the more significant when 

we consider that, as shown on Exhibit. (IV-A-1), the 

average population per community served by holding com¬ 
pany subsidiaries is very substantially less than the average 
population served per community by independent utilities. 
This means, of course, that the great majority of the small 
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communities of the country are served by holding company 
subsidiaries and, as we have seen, there is a definite ten¬ 
dency for electric bills to be higher in small communities 
than in large communities. 

Q. Have you any opinion as to why the holding company 
subsidiaries exhibit a more pronounced superiority in the 
smaller sized communities? A. The situation may pos¬ 
sibly be in part explained by the fact that independent 
utilities operating in small communities are apt to be 
small companies, whereas holding company units operating 
in the same sized community are apt to be sizable com¬ 
panies operating in a number of communities. This conclu¬ 
sion is borne out by the fact, shown on Exhibit. (IV- 

A-l), that independent utilities serve on the average 17 com¬ 
munities per company, whereas holding company units serve 
on an average 32.5 communities per company. 

Q. Now, Professor Waterman, have you made a further 
classification of electric utilities by geographic districts to 
determine whether there exist anv significant differences, 
as between various sections of the. country, in the cost of 
electric service supplied by independent utilities and hold¬ 
ing company subsidiaries? A. I have. 

(Have Exhibits IV-A-4-a to 4-i marked Exhibits 
_to.for Identification.) 

Q. Were Exhibits.to.for Identification (IV-A- 

4-a to 4-i) prepared by you or under your supervision? A. 
Yes. 

Q. Do you believe them to be accurate? A. I do. 

Q. Will you briefly describe Exhibits . to . for 

Identification (IV-A-4-a to 4-i). A. These Exhibits are a 

breakdown of the data set forth in Exhibit. (TV-A-1) 

according to nine geographic areas covering the entire 
United States. For example, Exhibit . for Identifica¬ 

tion (IV-A-4-a) is a table showing, as of January 1, 1940, 
the weighted average typical electric bills for 25, 100 and 
250 KWH of electricity charged, respectively, by independ¬ 
ent utilities and by holding company subsidiaries in the New 
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England States. It also shows, as to both groups of utili¬ 
ties, the population served, the number of communities 
served, and the average population per community served. 

Exhibits.to.for Identification (IV-A-4-b to 4-i) 

are exactly similar in character except that they deal with 
different geographic areas. Thus, Exhibit . for Iden¬ 

tification (IV-A-4-b) deals with the Middle Atlantic States; 

Exhibit . for Identification (IV-A-4-c) deals with the 

East North Central States; Exhibit.for Identification 

(IV-A-4-d) with the West North Central States; Exhibit 

.for Identification (IV-A-4-e) with the South Atlantic 

States; Exhibit.for Identification (IV-A-4-f) with the 

East South Central States; Exhibit.for Identification 

(IV-A-4-g) with the West South Central States; Exhibit 

. for Identification (IV-A-4-h) with the Mountain 

States; and Exhibit.for Identification (IV-A-4-i) with 

the Pacific States. 

Q. What determined your division of the 48 States into 
the particular 9 geographical subdivisions which you have 

employed in Exhibits.to.for Identification (IV-A- 

4-a to 4-i) ? A. The nine geographic subdivisions utilized 
in these tables correspond wdth those selected by the Fed¬ 
eral Powder Commission in assembling and reporting data 
concerning electricity rates and bills. I refer, for example 
to F.P.C. Report R-17, at page 2. 

(Here offer Exhibits . to . (IV-A-4-a to 

4-i) for Identification in evidence.) 

Q. What do Exhibits.to.(IV-A-4-a to 4-i) indi¬ 

cate with respect to the particular point you have been dis¬ 
cussing? A. These Exhibits further support the conclu¬ 
sions indicated by Exhibit. (IV-A-1). They set forth 

comparisons between the average electric bills of inde¬ 
pendent utilities and holding company subsidiaries in nine 
different geographic areas and they disclose that in all but 
three of these areas the bills of holding company subsidi¬ 
aries are lower than those of independent utilities. 

To state the matter differently, comparison of costs of 
electricity to consumers in the several geographic areas re- 
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veals that in six out of the nine areas the customers of hold¬ 
ing company subsidiaries pay less, on the average, for elec¬ 
tric! current, at all three residential use levels, than do the 
customers of independent utilities. The three instances to 
the contrary occur in the Xew England States, the East 
Xorith Central States, and the South Atlantic States. In 
the Xew England States the holding company subsidiary 
bills are higher than those of the independents for 25 and 
100 KWH, but lower for 250 KWH. In the East X'orth 
Central area, the holding company subsidiary bills are 
slightly lower than those of the independent utilities for 25 
and 100 KWH, but higher for 250 KWH. In the South 
Atlantic States, as in the Xew England States, the bills of 
holding company subsidiaries are higher than those of the 
independent utilities at the 25 and 100 KWH use levels, 
but lower at the 250 KWH use level. 

Q. How do you explain the fact that in five of the twenty- 
seven comparisons by geographic areas the average bills 
of independent utilities are somewhat lower, at various use 
levels, then the average bills of holding company sub¬ 
sidiaries? A. In each of said five areas, as shown on 

Exhibits . (IV-A-4-a), . (IV-A-4-c), and . (IV-A- 

4-e), the two types of companies are so distributed that the 
independent utilities serve the larger communities; in fact 
in every one of the very few instances where the average 
billife of the independents are lower than those of the holding 
company subsidiaries, the average size of community served 
by the independents is more than twice the average size 
of the community served by the holding company sub¬ 
sidiaries. There is definite evidence in Exhibit. (Chart 

IV-A-3) and in its supporting tabular exhibits that elec¬ 
tricity for residential uses is supplied more economically 
in large communities than in small communities. In fact, it 
clearly appears that the larger the community the lower 
are the electric bills. This relationship between the size 
of community served and the cost of electric service to 
consumers is so clearly established by the Exhibits which 
I have presented that it may be definitely concluded that 
the factor of size of community served is often so important 
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as to outweigh other factors affecting the cost of electricity 
to consumers. But, while I am satisfied that the factor of 
size of community served is a most important element 
affecting the cost of rendering electric service to consumers, 
nevertheless, the consistency with which the average electric 
rates of independent utilities exceed those of holding com¬ 
pany subsidiaries throughout the United States, at all use 
levels and in communities of all sizes, inhibits the conclusion 
that the element of size of community served is the only 
important factor affecting differences in electric rates. 

Q. Have you completed the description of your study 
to determine the relationship between the character of con¬ 
trol over electric utilities and the cost of electric service to 
consumers? A. Yes, but I should point out that various 
breakdowns of the data which will be presented in subse¬ 
quent studies will later be referred to as supporting the 
conclusions I have already indicated. This presentation 
which I am just completing has shown the overall bill 
data weighted by population for holding company sub¬ 
sidiaries and independents, and has broken down the over¬ 
all averages by size of community served and by geographic 
area. In the next following section, dealing with economy 
of operation as related to type of control, the rate data 
will be presented by companies, and again in the second 
major division of the studies, dealing with the relationships 
of size, the data will be presented in still another way, by 
size of company. It should be noted, as these various break¬ 
downs are presented, that whatever the method of classifica¬ 
tion of the data, the same conclusion as to the relationship 
of control always appears. These additional presentations 
of data will serve to fortify and substantiate the conclusions 
recited here with regard to the relationships between aver¬ 
age typical electric bills paid by consumers and the type of 
company control. 

Q. Will you state your general conclusions with respect 
to the studies comprising the first section of your first 
major group of studies? A. In my opinion there are signifi¬ 
cant and consistent differences betwean the average electric 
bills charged by independent utilities and those charged 
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by bolding company subsidiaries. A small but definite 
advantage appears to accrue to residential consumers of 
electricity served by bolding company subsidiaries, as 
opposed to those served by independent utilities, at all 
three use levels, regardless of the size of community in¬ 
volved and almost completely regardless of geographical 
location. The consistency of the averages developed from 
the several classifications serves forcibly to establish the 
soundness and reasonableness of the conclusion that what¬ 
ever advantages may exist, so far as average cost of electric 
service is concerned, are possessed by customers served by 
holding company subsidiaries rather than by customers 
served by independent utilities. 
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IV-A-1 

(I-A-l) 


Exhibit 


AVERAGE TYPICAL ELECTRIC BILLS CHARGED BY 
INDEPENDENT AND HOLDING COMPANY SUB- 




Independent 

Companies 

Holding 

Company 

Subsidiaries 




Total 

Unclassified 

Weighted Average 

Typical Bills* 

25 Kwh. 

100 Kwh. 

250 Kwh. 

$1.56 

4.34 

7.79 

$1.47 

4.11 

7.43 

$1.50 

4.19 

7.55 

$2.34 

5.94 

10.90 

Population Served]* 

Number . 

Per Cent of Total. 

24.063.649 

33.07% 

48,696.961 

66.93% 

72.760.610 
100.00% 

363,376 

Communities Served 

Number . 

Per Cent of Total. 

3,094 

17.33% 

14.762 

82.67% 

17.S56 

100.00% 

546 

Sales to Utimate 

Consumers 

Amount (000) . 

Per Cent of Total. 

$706,746 

34.56% 

$1,338,325 

65.44% 

$2,045,071 

100.00% 


Number of CompaniesJ. 

182 

454 

636 

366 

Average Population 

Per Community . 

Per Companv$ . 

7,778 

132,218 

3.299 

107,262 

4,075 

114,403 

666 

993 

Average Number of 
Communities per 

CompanvJ . 

17.0 

32.5 

2S.1 

1.5 

Average Sales 

Per Capita . 

Per Community (000) 

Per Company (000).. 

$29.37 

$22S 

$3,8S3 

$27.48 

$91 

$2,948 

$28.11 

$115 

$3,216 

i 

♦Weighted by “Population Served.” 

t According to 1930 U. S. Census. 

t Companies counted in each state in which they serve. 

Source of all data: Federal Power Commission Rate Reports. 
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Exhibit 

IV-A-l-a 

(VI-B) 


DISTRIBUTION OF UNITED STATES POPULATION 
I BY STATES; 1930 AND 1940 

(U. S. Census Bureau) 


Alabama .. 

Arizona .. 

Arkansas . 

California .. 

Colorado .. 

Connecticut .. 

Delaware . 

District of Columbia. 

Florida .. 

Georgia .. 

Idaho . 

Illinois .. 

Indiana.. 

Ibwa . 

Kansas . 

Kentucky . 

Louisiana. 

Maine . 

Maryland. 

Massachusetts .. 

Michigan . 

Minnesota . 

Mississippi . 

Missouri . 

Montana .. 

Nebraska . 

Nevada . 

New Hampshire . 

New Jersey. 

New Mexico . 

New York . 

North Carolina . 

North Dakota . 

Ohio . 

Oklahoma . 

Oregon . 

Pennsylvania . 

Rhode Island . 

South Carolina . 

South Dakota . 

Tennessee. 

Texas . 

Utah . 

Vermont . 

Virginia . 

Washington . 

West Virginia . 

Wisconsin . 

Wyoming . 


, -Per Cent of Total- N 


1940 

1930 

2.15 

2.16 

.38 

.35 

1.48 

1.51 

5.14 

4.62 

.85 

.84 

1.30 

1.31 

.20 

.20 

.50 

.40 

1.44 

1.20 

2.36 

2.37 

.40 

.36 

6.00 

6.22 

2.60 

2.64 

1.93 

2.01 

1.37 

1.53 

2.16 

2.13 

1.80 

1.71 

.64 

.65 

1.38 

1.33 

3.28 

3.46 

3.99 

3.94 

2 12 

2.09 

1.66 

1.64 

2.87 

2.96 

.42 

.44 

1.00 

1.12 

.08 

.74 

.37 

.38 

3.16 

3.29 

.40 

.34 

10.24 

10.25 

2.71 

2.58 

.49 

.55 

5.25 

5.41 

1.77 

1.95 

.83 

.78 

7.52 

7.84 

.54 

.56 

1.44 

1.42 

.49 

.56 

2.21 

2.13 

4.87 

4.74 

.42 

.31 

.27 

.29 

2.03 

1.97 

1.32 

1.27 

1.44 

1.41 

2.38 

2.39 

.19 

.18 


Total Population’ 


1940. 131.669.275 

1930. 122.775,046 
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IV-A-2-a 

(I-E-l-a) 


AVERAGE TYPICAL ELECTRIC BILLS CHARGED BY INDE¬ 
PENDENT AND HOLDING COMPANY SUBSIDIARY UTILI¬ 
TIES IN COMMUNITIES OF 250-999 POPULATION AS 

OF JANUARY 1, 1940 

(7.7 Per Cent of Total) 


Holding 

Independent Company 

Companies Subsidiaries Total Unclassified 


Weighted Average 
Typical Bills* 

25 Kwh. $1.91 $177 $179 $2.56 

100 Kwh. 4.89 4.64 4.68 6.39 


250 Kwh. 8.42 8.02 S.08 11.52 


Population Servedf 

Number. S60.S73 4 , 768,863 5,629,736 210,802 

Per Cent of Total. 15.29% 84.71% 100.00% 

Communities Served 

Number . 1764 10,025 11,789 466 

Per Cent of Total. 14.96% 85.04% 100.00% 

Average Population 

per Community . 4S8 476 478 453 


* Weighted by “Population Served.” 
t According to 1930 U. S. Census. 

Source of all data: Federal Power Commission Rate Reports. 
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Exhibit 


IV-A-2-b 

(I-E-l-b) 


AVERAGE TYPICAL ELECTRIC BILLS CHARGED BY INDE¬ 
PENDENT AND HOLDING COMPANY SUBSIDIARY UTILI¬ 
TIES IN COMMUNITIES OF 1,000-2,499 POPULATION AS 

OF JANUARY 1, 1940 

(6.7 Per Cent of Total) 



Holding; 



Independent 

Company 



Companies 

Subsidiaries 

Total 

U nclassified 


Weighted Average 
Typical Bills* 


25 Kwh. 

$1.73 

$1.70 

$1.70 

$2.24 

100 Kwh. 

4.60 

4.52 

4.54 

5.69 

250 Kwh. 

S.ll 

7.91 

7.95 

10.38 

Population Servedf 

Number . 

Per Cent of Total. 

981.812 

20.11% 

3.901.457 

79.S9% 

4,883.269 

100.00% 

92,393 

Communities Served 

Number . 

Per Cent of Total. 

643 

19.73% 

2,616 

80.27% 

3.259 

100.00% 

67 

Average Population 

per Community. 

1,527 

1,491 

1,498 

1,379 


* Weighted by “Population Served.” 
f According to 1930 U. S. Census. 

Source of all data: Federal Power Commission Rate Reports. 
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Exhibit 


IV-A-2-c 

(I-E-l-c) 


AVERAGE TYPICAL ELECTRIC BILLS CHARGED BY INDE- 
1 PENDENT AND HOLDING COMPANY SUBSIDIARY UTILI¬ 
TIES IN COMMUNITIES OF 2,500-9,999 POPULATION AS 
' OF JANUARY 1, 1940 

(12.3 Per Cent of Total) 


Holding 

Independent Company 

Companies Subsidiaries Total Unclassified 


Weighted Average 
Typical Bills* 

25 Kwh. $1.62 

100 Kwh. 4.50 

250 Kwh. 7.95 

Population Servedf 

Number . 2,301.015 

Per Cent of Total. 25.64% 

Communities Served 

Number . 471 

Per Cent of Total. 24.63% 

Average Population 
per Community. 4,8S5 


$1.62 

$1.62 

$1.90 

4.41 

4.43 

5.11 

7.83 

7.86 

10.20 

6,673,821 

74.36% 

8.974.836 

100.00% 

36,877 

1,441 

75.37% 

1,912 

100.00% 

12 

4,631 

4,694 

3,073 


* Weighted by “Population Served.” 
t According to 1930 U. S. Census. 

Source of all data: Federal Power Commission Rate Reports. 
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Exhibit 


IV-A-2-d 

(I-E-l-d) 


AVERAGE TYPICAL ELECTRIC BILLS CHARGED BY INDE¬ 
PENDENT AND HOLDING COMPANY SUBSIDIARY UTILI¬ 
TIES IN COMMUNITIES OF 10,000-49,999 POPULATION 

AS OF JANUARY 1, 1940 

1 (18.8 Per Cent of Total) 


Holding 

Independent Company 

Companies Subsidiaries Total Unclassified 


Weighted Average 
Typical Bills* 

25 Kwh. 

100 Kwh. 

250 Kwh. 

Population Servedf 

Number. 

Per Cent of Total. 

Communities Served 

Number . 

Per Cent of Total 

Average Population 
per Community.. 


$1.60 

$1.51 

4.43 

4.22 

8.07 

7.67 

3.403.143 

10.272.780 

24.SS% 

75.12% 

168 

539 

23.76% 

76.24% 

20,257 

19,059 


$1.53 

$1.38 

4.27 

4.20 

7.77 

8.45 

13.675,923 

23,304 

100.00% 

707 

1 

100.00% 

19,344 

23,304 


♦Weighted by “Population Served.” 
t According to 1930 U. S. Census. 

Source of all data: Federal Power Commission Rate Reports. 
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Exhibit 

IV-A-2-e 

(I-E-l-e) 


AVERAGE TYPICAL ELECTRIC BILLS CHARGED BY INDE¬ 
PENDENT AND HOLDING COMPANY SUBSIDIARY UTILI¬ 
TIES IN COMMUNITIES OF OVER 50,000 POPULATION 

AS OF JANUARY 1, 1940 

(54.5 Per Cent of Total) 


Holding 

Independent Company 

Companies Subsidiaries Total Unclassified 


Weighted Average 
Typical Bills* 


25 Kwh. 

$1.51 

$1.31 

$1.39 

None 

100 Kwh. 

4.26 

3.79 

3.99 

ii 

250 Kwh. 

7.66 

7.01 

7.2S 

♦< 

Population Servedf 

Number . 

. 16,516.806 

23,080.040 

39.596.846 

None 

Per Cent of Total. 

41.71% 

5S.29% 

100.00% 

a 

Communities Served 

Number . 

48 

141 

1S9 

None 

Per Cent of Total. 

25.40% 

74.60% 

100.00% 

ii 

Average Population 

per Communitv. 

344,100 

163.6SS 

209,507 

None 


* Weighted by “Population Served.” 
t According to 1930 U. S. Census. 

Source of all data: Federal Power Commission Rate Reports. 











950 


Exhibit 


IV-A-4-a 

(I-F-l-a) 


AVERAGE TYPICAL ELECTRIC BILLS CHARGED BY INDE¬ 
PENDENT AND HOLDING COMPANY SUBSIDIARY UTILI¬ 
TIES IN NEW ENGLAND; * JANUARY 1, 1940 

(9.49 Per Cent of Total) 



Independent 

Companies 

Holding 

Company 

Subsidiaries 

Total 

Unclassified 

Weighted Average 

Typical Billst 

25 Kwh. 

$1.63 

$1.74 

$1.69 

$2.48 

100 Kwh. 

4.69 

4.74 

4.72 

5.71 

250 Kwh.. 

S.71 

8.63 

8.66 

9.76 

Population Served! 

Number . 

2,S72.S53 

4,02S.944 

6.901.797 

42,924 

Per Cent of Total. 

41.62% 

5S.3S% 

100.00% 


Communities Served 

Number . 

317 

9S3 

1.300 

57 

Per Cent of Total. 

24.38% 

75.62% 

100.00% 


Average Population 

per Community. 

9,063 

4.099 

5,309 

753 


♦States included: Connecticut, Maine, Massachusetts, New Hampshire, Rhode Island, and 
Vermont. 

f Weighted by "Population Served.” 
t According to 1930 U. S. Census. 

Source of all data: Federal Power Commission Rate Reports. 
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Exhibit 




IV-A-4-b 

(I-F-l-b) 


AVERAGE TYPICAL ELECTRIC BILLS CHARGED BY INDE¬ 
PENDENT AND HOLDING COMPANY SUBSIDIARY UTILI¬ 
TIES IN THE MIDDLE ATLANTIC STATES; * 
JANUARY 1, 1940 

(31 Per Cent of Total) 



Independent 

Companies 

Holding 

Company 

Subsidiaries 

Total 

Unclassified 

Weighted Average 

Typical Billsf 

25 Kwh. 

$1.69 

$1.52 

$1.60 

$2.14 

100 Kwh. 

4.68 

4.30 

4.49 

5.51 

250 Kwh. 

8.30 

7.52 

7.91 

9.79 

Population Served? 

Number . 

. 11,173,856 

11,380,583 

22,554.439 

17,604 

Per Cent of Total. 

49.54% 

50.46% 

100.00% 

Communities Served 

Number . 

724 

3,131 

3.S55 

23 

Per Cent of Total. 

18.78% 

81.22% 

100.00% 


Average Population 

per Community. 

15,434 

3,635 

5.851 

765 


* States included: New Jersey, New York, and Pennsylvania, 
t Weighted by “Population Served.” 
t According to 1930 U. S. Census. 

Source of all data: Federal Power Commission Rate Reports. 


















952 


Exhibit 


* 


IV-A-4-c 

(I-F-l-c) 


AVERAGE TYPICAL ELECTRIC BILLS CHARGED BY INDE¬ 
PENDENT AND HOLDING COMPANY SUBSIDIARY UTILI¬ 
TIES IN THE EAST NORTH CENTRAL STATES; * 

JANUARY 1, 1940 


(23.96 Per Cent of Total) 



Independent 

Companies 

Holding 

Company 

Subsidiaries 

Total 

Unclassified 

Weighted Average 

Typical Billsf 

25 Kwh.. 

$1.3S 

$1.36 

$1.37 

$2.03 

100 Kwh. 

3.80 

3.78 

3.78 

5.27 

250 Kwh. 

6.82 

7.03 

6.9S 

9.37 

Population Served! 

Number . 

4,525.841 

12.904.S17 

17,430,658 

42,522 

Per Cent of Total. 

25.96% 

74.04% 

100.00% 

Communities Served 

Number . 

354 

3,137 

3,491 

71 

Per Cent of Total. 

10.14% 

S9.86% 

100.00% 


Average Population 

per Communitv. 

12.785 

4,114 

4,993 

599 


* States included: Illinois, Indiana, Michigan, Ohio, and Wisconsin, 
f Weighted by “Population Served.” 
t According to 1930 U. S. Census. 

Source of all data: Federal Power Commission Rate Reports. 
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Exhibit 


IV-A-4-d 

(I-F-l-d) 


: AVERAGE TYPICAL ELECTRIC BILLS CHARGED BY INDE¬ 
PENDENT AND HOLDING COMPANY SUBSIDIARY UTILI¬ 
TIES IN THE WEST NORTH CENTRAL STATES; * 
i JANUARY 1, 1940 


(8.34 Per Cent of Total) 



Independent 

Companies 

Holding 

Company 

Subsidiaries 

Total 

Unclassified 

Weighted Average 

Typical Billsf 

25 Kwh. 

$1.68 

$1.43 

$1.46 

$2.14 

100 Kwh. 

4.82 

3.98 

4.07 

5.30 

250 Kwh. 

8.17 

7.36 

7.45 

9.79 

Population Served^ 

Number . 

6S5.839 

5,378.835 

6,064.674 

92,238 

Per Cent of Total. 

11.31% 

SS.69% 

100.00% 

Communities Served 

Number . 

583 

1.823 

2.406 

121 

Per Cent of Total. 

24.23% 

75.77% 

100.00% 


Average Population 

per Community. 

1,176 

2,951 

2.521 

762 


♦States included: Iowa, Kansas, Minnesota, Missouri, Nebraska, North Dakota, and South 
Dakota. 

t Weighted by “Population Served.’’ 

$ According to 1930 U. S. Census. 

Source of all data: Federal Power Commission Rate Reports. 
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Exhibit 


IV-A-4-e 

(I-F-l-e) 


AVERAGE TYPICAL ELECTRIC BILLS CHARGED BY INDE¬ 
PENDENT AND HOLDING COMPANY SUBSIDIARY UTILI¬ 
TIES IN THE SOUTH ATLANTIC STATES ;* 
JANUARY 1, 1940 

(8.53 Per Cent of Total) 



Independent 

Companies 

Holding 

Company 

Subsidiaries 

Total 

Unclassified 

Weighted Average 

Typical Billsf 

25 Kwh. 

$1.25 

$1.38 

$1.35 

$2.23 

100 Kwh. 

3.79 

4.02 

3.97 

5.75 

250 Kwh. 

7.39 

7.15 

7.21 

9.94 

Population Servedt 

Number . 

1,497.634 

4,711.645 

6,209,279 

22,520 

Per Cent of Total. 

24.12% 

75.SS% 

100.00% 

Communities Served 

Number . 

203 

1,961 

2,164 

37 

Per Cent of Total. 

9.38% 

90.62% 

100.00% 


Average Population 

per Community. 

7,378 

2,403 

2,S69 

609 


* States included: Delaware, District of Columbia, Florida, Georgia, Maryland, North Carolina, 
South Carolina, Virginia, and West Virginia, 
t Weighted by “Population Served.” 

X According to 1930 U. S. Census. 

Source of all data: Federal Power Commission Rate Reports. 
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Exhibit 


KV-A-4-f 
(I-F-l-f) 


AVERAGE TYPICAL ELECTRIC BILLS CHARGED BY INDE¬ 
PENDENT AND HOLDING COMPANY SUBSIDIARY UTILI¬ 
TIES IN THE EAST SOUTH CENTRAL STATES; * 

JANUARY 1, 1940 
(3.16 Per Cent of Total) 



Independent 

Companies 

Holding 

Company 

Subsidiaries 

Total 

Unclassified 

Weighted Average 

Typical Billsf 

25 Kwh. 

$1.95 

$1.26 

$1.27 

$1.90 

100 Kwh. 

4.80 

3.67 

3.69 

5.03 

250 Kwh. 

8.43 

6.88 

6.90 

8.81 

Population Served:!: 

Number . 

32,837 

2.265,676 

2.29S.513 

22,897 

Per Cent of Total. 

1.43% 

98.57% 

100.00% 

Communities Served 

Number . 

47 

S87 

934 

35 

Per Cent of Total. 

5.03% 

94.97% 

100.00% 


Average Population 

per Community. 

699 

2,5:4 

2,461 

654 


♦States included: Alabama, Kentucky, Mississippi, and Tennessee, 
t Weighted by “Population Served.” 
t According to 1930 U. S. Census. 

Source of all data: Federal Power Commission Rate Reports. 
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Exhibit 


IV-A-4-g 

(I-F-l-g) 


AVERAGE TYPICAL ELECTRIC BILLS CHARGED BY INDE¬ 
PENDENT AND HOLDING COMPANY SUBSIDIARY UTILI¬ 
TIES IN THE WEST SOUTH CENTRAL STATES; * 

JANUARY 1, 1940 

(7.14 Per Cent of Total) 


Holding 

Independent Company 

Companies Subsidiaries Total Unclassified 


Weighted Average 
Typical Billsf 


25 Kwh. 

$2.50 

$1.68 

$1.69 

$2.53 

100 Kwh. 

5.48 

4.55 

4.56 

6.28 

250 Kwh. 

S.63 

7.99 

8.00 

11.44 

Population Servedt 

Number . 

93.867 

5.101.325 

5.195.192 

30,245 

Per Cent of Total. 

1.817c 

98.197c 

100 . 007 c 

Communities Served 

Number . 

108 

1.768 

1.S76 

45 

Per Cent of Total. 

5.767c 

94.247c 

100 . 007 c 


Average Population 

per Communitv. 

* States included: Arkansas. 

869 

Louisiana, Oklahoma, 

2.S85 

and Texas. 

2,769 

672 


t Weighted by “Population Served.” 
t According to 1930 U. S. Census. 

Source of all data: Federal Power Commission Rate Reports. 
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Exhibit 


IV-A-4-h 

(I-F-l-h) 


AVERAGE TYPICAL ELECTRIC BILLS CHARGED BY INDE¬ 
PENDENT AND HOLDING COMPANY SUBSIDIARY UTILI¬ 
TIES IN THE MOUNTAIN STATES;* JANUARY 1, 1940 

(2.43 Per Cent of Total) 



Independent 

Companies 

Holding 

Company 

Subsidiaries 

Total 

Unclassified 

Weighted Average 

Typical Billsf 

25 Kwh. 

$1.95 

$1.56 

$1.62 

$2.94 

100 Kwh. 

4.98 

4.33 

4.42 

7.95 

250 Kwh. 

8.9S 

7.98 

8.11 

15.65 

Population Served:!: 

Number . 

235.011 

1.531.436 

1,766,447 

66,227 

Per Cent of Total. 

13.30% 

86.70% 

100.00% 

Communities Served 

Number . 

142 

577 

719 

106 

Per Cent of Total. 

19.75% 

S0.25% 

100.00% 


Average Population 

per Community. 

1,655 

2,654 

2.457 

625 


♦States included: Arizona, Colorado, Idaho, Montana, Nevada, New Mexico, Utah, and 
Wyoming. 

f Weighted by “Population Served.” 

X According to 1930 U. S. Census. 

Source of all data: Federal Power Commission Rate Reports. 
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Exhibit 


IV-A-4-i 

(I-F-l-i) 


AVERAGE TYPICAL ELECTRIC BILLS CHARGED BY INDE¬ 
PENDENT AND HOLDING COMPANY SUBSIDIARY UTILI¬ 
TIES IN THE PACIFIC STATES; * JANUARY 1, 1940 


(5.96 Per Cent of Total) 



Holding 

Independent Company 

Companies Subsidiaries 

Total 

Unclassified 


Weighted Average 
Typical Billsf 


25 Klvh. 

$1.33 

$1.19 

$1.29 

$2.14 

100 Kwh. 

3.63 

3.48 

3.58 

5.45 

250 Kwh. 

6.47 

6.40 

6.45 

9.97 

Population Served! 

Number . 

Per Cent of Total. 

2.945.911 

67.88% 

1.393.700 

32.12% 

4.339.611 

100.00% 

26,199 

Communities Served 

Number . 

Per Cent of Total. 

616 

55.45% 

495 

44.55% 

1.111 

100.00% 

51 

Average Population 

per Communitv. 

4.782 

2,816 

3,906 

514 


* States included: California. Oregon, and Washington, 
t Weighted by “Population Served.” 
t According to 1930 U. S. Census. 

Source of all data: Federal Power Commission Rate Reports. 
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Q. Will you please turn now to the second section in the 
first major group of your studies, namely, those designed to 
determine the relationship between the character of control 
over electric utilities and the economy of operation and 
management thereof. First, will you briefly describe this 
particular phase of your studies? A. This part of my work 
was designed to determine whether the fact that a utility is 
under the control of a holding company has any relation¬ 
ship, and, if so, what relationship, to the economy of opera¬ 
tion and management of such utility. 

Q. Will you state what tests or devices you used for 
measuring statistically the economy of operation and man¬ 
agement of electric utilities, and state why you selected the 
same. A. In the final analysis the efficient and economic 
operation of electric utilities can be perfectly measured only 
over long periods of time. So measured, efficiency and 
economy of operation would be demonstrated over a period 
of vears by continuing low rates for satisfactorv service 
accompanied by profits to the owners of the utilities at a 
rate sufficient to justify devotion of their investment to elec¬ 
tric service. While it is obviously not feasible as a practical 
matter thus to measure efficiency and economy for all utili¬ 
ties over a period of many years, and while it is probably 
not practical statistically to test efficiency of management 
in the broadest sense of its full responsibility for methods 
of operation, types of plant, and quality of service, I do 
think it is feasible to produce a statistical analysis which 
will serve as a measure of relative differences between 
groups of companies. This I have done by an analysis of 
the results of management and of some of its costs. In 
such analysis, involving electric utilities located all over the 
United States, I have selected those measures of economy 
and efficiency in management which are reasonably adapted 
to spot testing and which could best be subjected to statis¬ 
tical analysis. 

Q. Please state the elements you chose and the reasons 
for vour choice? A. I chose four such elements as being 
at once capable of quantitative expression and amenable to 
the techniques of inductive study. These elements are: 
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(1) electric bills paid by consumers; (2) executive expense 
or salaries paid to management; (3) expenses for manage¬ 
ment and administration; and (4) fees paid for managerial 
service. The first of these four indexes is designed to meas- 
ure the results of management and the last three of said 
indexes are designed to measure the costs of management. 
These four particular cost factors or indexes were selected 
by me because they appeared most likely to have a relation 
to differences in efficiency as between independent utility 
operation and holding company subsidiary operation, if 
any such differences existed. 

Q. "Will you please amplify that last statement? A. It 
is obvious that rates for electric service play an important 
part in the determination of operating efficiency; and they 
are the most important index because the impact of all 
phases of economy in management and operation come to a 
focus in rates. Secondly, it appears reasonable to expect 
that executive salaries will tend to measure the cost of 
managerial services. If the level of such salaries, when 
related to the size of operating company, tends to be higher 
for holding company subsidiaries than for independent utili¬ 
ties, it might be a point against the former on the question 
of their relative efficiency as compared with independent 
utilities. Similarly, total administrative and general 
expanses would seem to serve as an index of economy of 
management and operation of utilities. Finally, there were 
obvious reasons for investigating management fees since 
comparisons thereof as between different groups of holding 
company subsidiaries would afford at least some direct 
evidence as to management costs. 

Q. Why did you not use an operating ratio, such as the 
ratio of total operating expense to total gross revenue, as 
a basis for comparing the relative efficiency of management 
and operation of different groups of operating utilities? A. 
Because in my opinion, from extensive experience in analy¬ 
ses of many phases of utility operation, the operating ratio 
is not a competent measure of managerial efficiency. It is 
mote closely related to capital investment or capital turn¬ 
over than to efficiency in management and operation. 
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Q. Can you amplify that last statement a bit? A. Per¬ 
haps I can best make clear what I have in mind by an 
illustration. Some hydro-generating companies have oper¬ 
ating ratios as low as 35% and some distributing companies 
which buy their power have operating ratios as high as 75%. 
Such a variation may exist largely because a hydro-gener¬ 
ating company may have a capital investment of as high 
as ten times its gross revenue with resulting low operating 
costs while a distributing company may have a capital 
investment of only S 1 /-* times its gross revenue with result¬ 
ing high operating expenses because it is required to pur¬ 
chase the electric power which it distributes. Such a dis¬ 
tributing company could cut its operating expenses, and 
consequently its operating ratio, very markedly by con¬ 
structing its own generating plant although such capital 
investment in power plant would not contribute directly to 
gross revenues. We can find widespread differences in 
operating ratios even "within the same holding company 
system although all the operating subsidiaries thereof are 
presumably equally well managed. Plainly, it is impos¬ 
sible to assume that efficiency of management and operation 
can be directly related to the operating ratio, unless a 
number of other operating characteristics not susceptible of 
statistical expression are taken into account. 

Q. Why did you not use ratios of various operating 
expenses per customer as bases for comparing the relative 
efficiency of management and operation of different groups 
of utilities? A. I did not use any such ratios because the 
available accounting data do not lend themselves to sepa¬ 
ration of the various items of operating expense as between 
different types of electric service. Thus, there are no fig¬ 
ures to show what are the costs of furnishing residential 
electric service as distinct from the costs of furnishing 
commercial or industrial electric service. 

Q. In the first section of this first major group of studies, 
which deals with the relationship of holding company con¬ 
trol to cost of electric service to consumers, you employed 
weighted average electric bills as a criterion or index for 
measuring such cost. Now, as I understand it, you propose 
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to employ electric bills as one of the tests of efficiency of 
management and operation. In using electric bills for this 
latter purpose, are you going to employ the same weighted 
average bills which vou used as vour index of the cost of 
eledtric service to consumers ? A. Xo. The weighted aver¬ 
age! bills which I used for measuring the cost of electric 
service to consumers were derived from electric bill data 
as to IS,000 communities without any consideration of the 
performance of individual companies serving said commu¬ 
nities. This was the best way of measuring the impact of 
the cost of electricity upon consumers. Xow, in this present 
section of my studies in which I am undertaking to compare 
relative efficiency of management and operation of different 
groups of utility companies, I am employing electric bills 
as a measure of the relative efficiency in furnishing or 
providing electric service, but on a somewhat different 
basis. Electric bills are here used as an external measure 
of efficiency of operation. Therefore, for this latter pur¬ 
pose, I am using simple arithmetic averages of the weighted 
average electric bills charged by each company in the several 
groups of companies whose relative efficiency of manage¬ 
ment and operation is to be compared. 

Q. Can you justify from a statistical standpoint the 
validity or reasonableness of using these averages of aver¬ 
ages you have just described'? A. Yes. Statistical tech¬ 
niques involving the use of averages of averages are quite 
legitimate if logically used. The procedure which I have 
just described is reasonable and logical, first, because the 
weighted average bills charged bv each electric utilitv com- 
prise a reasonable expression, characterization, or index 
of what each company actually charges for 25, 100 and 250 
KWH of electricity. It is evident that what a particular 
company charges customer A, or B, or C for a given number 

of KWH of electricitv would not be a correct index of what 

•> 

that company actually charges to its customers as a whole, 
because A and B and C might live in different communities 
having different rate schedules. Likewise, what a particu¬ 
lar company charges all of its customers located in com¬ 
munity X for a given number of KWH of electricity would 
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not necessarily be a correct index of said company’s actual 
charges to its customers as a whole, because such charge 
might differ from its charges in communities Y and Z in 
which the populations may be greater or less than the 
population in community X. In order fully to reflect the 
fact that electric utilities serve different numbers of cus¬ 
tomers at different rates, it is necessary to deal in terms 
which include both of those variables. Accordingly, I 
adopted weighted average bills of individual companies as 
the most satisfactory index of company performance. 

The reasonableness of the weighted average bill as an 
index of individual company performance being clear, the 
best way to reflect the performance of a group of compa¬ 
nies is by the use of simple averages of individual company 
averages. The simple arithmetic average is generally 
accepted as the best medium for expressing the usual or 
ordinary expectation within any class of data made up of 
properly comparable items. It follows, then, that within 
the various classes or groups of electric utilities here 
involved, and looking upon the companies as individual 
units, the arithmetic averages can be looked upon as a rea¬ 
sonable expression of the common run performance. Com¬ 
parisons of these averages of averages for the various 
groups of utilities here involved, are, in my opinion, the 
most reasonable and satisfactory means that could be 
selected for establishing and measuring differences in the 
electric bills charged by the companies in such groups. 

Q. Turning now to the three elements having to do 
with management costs which you mentioned, will you 
describe the source of the data which you used and the 
procedure which you followed in connection therewith? 
A. Although all of the elements of the cost of utility man¬ 
agement cannot be reduced to the necessarv common denom- 
inator for purposes of comparison as between various 
groups of utilities, there are those representative items of 
expense closely associated with the management functions 
which can be compared. Thus, the “Uniform System of 
Accounts Prescribed for Public Utilities” promulgated by 
the Federal Power Commission, and made the basis for 
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reports by electric companies to that body on Federal 
Power Commission Forms Xos. 1, 96 and 97, embody a 
group of charges known as “Total Administrative and 
General Expenses.” As may be seen from the descriptions 
of Accounts Xos. 790 to 809 in the Federal Power Commis¬ 
sion lUniform System of Accounts, the totals of this group 
of charges to which I have referred include by definition 
those expenses which are incurred in the payment of all 
salaries, fees, and expenses directly associated with the 
performance of the management function. Since it may 
fairly be presumed that companies reporting to the Fed¬ 
eral 1 Power Commission do so reasonably in accordance 
with! the prescribed system of accounts, I believe that the 
cost iof at least one significant phase of management may 
be measured by the group of charges known as “Total Ad¬ 
ministrative and General Expenses.” 

Q. TVhat is the source of your data with respect to the 
element in the cost of management which you refer to as 
“executive expense” or “salaries paid to management”? 
A. By definition, Federal Power Commission Account X T o. 
790, which is a sub-account under “Total Administrative 
and General Expenses,” entitled “Salaries of Officers and 
Executives,” comprises that portion of the salaries of offi¬ 
cers and executives attributable to management. In my 
opinion, charges to said Account Xo. 790 represent a rea¬ 
sonably satisfactory measure of the cost of general execu¬ 
tive services unaffected in so far as possible by the costs 
of performing purely operative functions. I have there¬ 
fore used charges to Account Xo. 790 as a measure of 
executive expense and thus as a measure of the cost of the 
personal service element in general management at the 
level of compensation where going rates of wages are least 
apt to guide and limit expenditures for such sendee. I 
believe that comparisons of that portion of the Federal 
Power Commission Account, “Total Administrative and 
General Expenses,” represented by Federal Power Com¬ 
mission Account Xo. 790, “Salaries of Officers and Execu¬ 
tives,” will be helpful in the interpretation of any signifi¬ 
cant differences in the relative costs of management as 
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between selected groups of electric utilities as indicated by 
comparison of charges to the account “Total Administra¬ 
tive and General Expense.” 

Q. Why did you select fees paid to mutual service com¬ 
panies for managerial service as one of the criteria of 
economy of operation and management, and what was the 
source of your data in this connection? A. Although this 
criterion does not apply to all electric utilities, it seemed 
to me that since a large number of holding company sub¬ 
sidiaries do employ mutual service affiliates in their man¬ 
agement, an analysis of management fees and expenses paid 
to such affiliates would be helpful in a determination of 
economy of management and operation of holding company 
subsidiaries which do employ such service affiliates, and 
accordingly* I have made an analysis of such fees. I secured 
the requisite data from company annual reports to the 
F.P.C. on Forms si, rr96 and =t 97. 

Q. On what basis did you undertake to compare the 
three elements relating to cost of management as between 
independent utilities and holding company subsidiaries ? A. 
Since it is obviously impossible to compare directly the 
dollars of expenditure of differing groups of utilities for 
any of the three management expense items as a basis for 
determining relative costs of management, it was necessary 
that said expense items be reduced to a common denomi¬ 
nator. Therefore, for the purposes of my study and in 
order to effect the necessary degree of comparability, all 
three management cost indexes are expressed in terms of 
“Dollars per $1,000 of Electric Revenue.” In order to 
provide a check on the accuracy of the results and prevent 
the possibility of the development of any freak situations, 
the “Total Administrative and General Expenses” and 
“Management Fees and Expenses” were also computed in 
terms of “Percent of Total Electric Operating Expenses.” 
The data showing Total Electric Operating Expenses I also 
secured from Federal Power Commission Form No. 1. Since 
the “Total Administrative and General Expense” figure is 
the all inclusive expense figure, so far as this phase of my 
studies is concerned, the procedure I have followed facili- 
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tales the spotting of any cases where arbitrary misallocation 
of significant amounts of management costs to other 
accounts would unjustifiably reduce the cost of management 
index. 

Q. Have you completed the description of the statistical 
techniques used in the computation of these management 
indexes? A. Yes, so far as presently necessary. 

Q. Having discussed the various indexes by which the 
relative economy of operation and management of utilities 
may be measured, I now direct your attention to the specific 
comparisons which you have made in order to determine 
whether the fact that an operating utility is controlled 
by a holding company has any relationship, and if so, what 
relationship, to the economy of operation and management 
of such utility. First, have you caused to be prepared a 
table (IY-B-1) entitled “Management Indexes for Electric 
Utilities; Classified by Type of Control; 1939”? A. Yes. 

(Have Exhibit IV-B-1 marked Exhibit . for 

Identification.) 

Q. IVas Exhibit . for Identification (IV-B-1) pre¬ 

pared by you or under your supervision? A. Yes. 

Q. Do you believe the data set forth therein to be 
accurate ? A. I do. 

Q. AVill you please describe Exhibit.for Identifica¬ 

tion (IV-B-1) ? A. Said Exhibit shows the average bills 
for '25, 100, and 250 KAVH of electricity, respectively, of 
the same two groups of electric utilities, namely (1) 182 
independent utilities, and (2) 454 holding company sub¬ 
sidiaries. I have already described the manner in which 
the said average bills were computed. Said Exhibit also 
shows, in respect of each of these two groups of utilities, 
the average executive expense per $1,000 of revenue, the 
average administrative and general expense per $1,000 of 
revenue, and the ratio between such average administrative 
and general expense and total expense. Said Exhibit also 
shows, not as part of the main purpose of the Exhibit, but 
as matter of related interest, the average management fees 
per $1,000 of revenue of such of those subsidiaries of hold- 
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ing companies which operate under mutual service agree¬ 
ments. Perhaps I should add that data as to average 
electric bills were available in respect of all the 636 operat¬ 
ing utilities which comprise the basic sample for all my 
studies. Data as to average executive expense, average ad¬ 
ministrative and general expense, and average management 
fees were available on a comparable basis only with respect 
to 419, 337 and 246 operating utilities, respectively, as is 
indicated in the Exhibit. The exhibit also shows in each 
case the extent of the sample represented by each group 
as measured by sales of electricity to ultimate consumers. 

(Here offer Exhibit . for Identification 

(IV-B-1) in evidence.) 

Q. What does Exhibit . (IV-B-l) indicate with 

respect to the relative economy of management and opera¬ 
tion of the two groups of utilities dealt with therein as 
reflected by their respective charges to consumers for 
electric service? A. The average electric bills for 25, 100 
and 250 KWH of electricity, respectively, of the independent 
utilities are markedly higher than those of the holding com¬ 
pany subsidiaries. To illustrate, the average bills of the 
independent utilities for 25, 100 and 250 KWH of elec¬ 
tricity, respectively, are $1.96, $5.05, $S.S2 as compared with 
the figures of $1.77, $4.67, $8.32 for the holding company 
subsidiaries. Other things being equal, these differences 
would clearly indicate greater economy in service and 
operation on the part of utilities which are subsidiaries 
of holding companies. 

Q. What do you mean by the phrase “ other things be¬ 
ing equal”? A. I mean that, if we assume that all utilities, 
independents and subsidiaries alike, earn about the same 
rate of return on their investment, render the same types 
of service, and operate under the same conditions gener¬ 
ally, then lower bills would clearly indicate greater effi¬ 
ciency in management and operation. 

Q. Do you believe that independents and subsidiaries by 
and large operate under substantially the same or equal 
conditions? A. I have made no study of individual com- 





96S 


IV-B—14,15 


panies for the purpose of making such a determination but 
when one considers that the statistical sample contains 182 
independents and 454 subsidiaries, there are undoubtedly 
all kinds of conditions represented in each group. Since 
both groups cover units scattered throughout the entire 
nation, it seems reasonable to assume, in view of the very 
substantial number of units in each group, that the aver¬ 
ages for these groups are really indicative and comparable 
statistically. 

Q. Do you regard the sample upon which you base your 
conclusions as adequate? A. Yes. The 1S2 companies in 
the group of independent utilities and the 454 companies 
in the group of holding company subsidiaries together rep¬ 
resent 100% of the 636 companies which are the sample 
used throughout my studies. This sample, as I have before 
stated, represents nearly 96%, in volume of sales, of the 
private electric utility business of the nation. Not only, in 
my opinion, is the total sample adequate but there is a suf¬ 
ficient number of companies in each group to assure the 
reasonableness of the average figures. 

Q. Will you now state what Exhibit. (IV-B-1) indi¬ 

cates with respect to the relative economy of management 
of the two groups of utilities classified thereon as measured 
by the average executive expense per $1,000 of revenue? 
A. Said Exhibit shows that the average executive expense 
per $1,000 of revenue of the holding company subsidiaries 
is substantially less than that of the independent utilities, 
the figure being $13.93 for the latter and $39.60 for the 
former. Since the amounts charged by electric utilities for 
executive expense are in my opinion representative of the 
relative amounts spent in the performance of the general 
management function, I believe that the comparison I have 
just stated indicates that holding company subsidiaries 
tend to spend less than independent utilities in providing 
general executive service. 

Q. In your opinion are the differences in the figures you 
last stated great enough to preclude any possibility of ex¬ 
planation in terms of differences in accounting practices as 
between independent utilities and holding company sub- 
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sidiaries? A. Yes. I might add that the considerably 
lower figure for average executive expense in the case of 
the holding company subsidiaries is a reasonable expecta¬ 
tion if there exist any dollar economies in holding company 
management. 

I might also add, although this fact does not appear on 
the face of the Exhibit, that I broke down the figures cover¬ 
ing average executive expense per $1,000 of revenue for 
the 318 companies comprising the holding company sub¬ 
sidiary group making up this particular sample of my study 
into holding company subsidiaries which use mutual ser¬ 
vice companies and holding company subsidiaries which do 
not operate under mutual service agreements. I found that 
the average executive expense was lower for holding com¬ 
pany subsidiaries using mutual service companies than for 
holding company subsidiaries not using mutual service 
companies. This, too, is reasonably to be expected in light 
of the possibilities, under a mutual service arrangement, of 
spreading executive costs over a number of companies. 

Q. In your opinion, does your study of the relative aver¬ 
age executive expense of the two groups of utilities here in 
question cover enough companies to give statistical validity 
to your conclusions? A. Yes. While data for this particu¬ 
lar study were available only with respect to 419 of the 636 
companies comprising my total sample, the companies cov¬ 
ered represent 99% of the total sample on the basis of sales 
of electricity. 

Q. Will you now state what Exhibit. (IV-B-1) indi¬ 

cates with respect to average administrative and general 
expenses per $1,000 of revenue as between the two groups of 
utilities in question? A. First, may I say that on said 
Exhibit the administrative and general expense items are 
expressed not only in dollars per $1,000 of revenue but also 
as percentages of total operating expenses. The first of these 
two bases of comparison indicates, of course, that portion of 
each revenue dollar which goes to general and administra¬ 
tive expense. By relating this ratio of administrative and 
general expenses to total operating expenses, a more care¬ 
ful observation can be made of any variations in economy 
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of management, as between different groups of utilities, as 
measured by this particular index. 

Exhibit. (IV-B-1) shows that the average adminis¬ 

trative and general expense per $1,000 of revenue of inde¬ 
pendent utilities is higher than that of holding company sub¬ 
sidiaries, the figure being $S5.83 as compared with the figure 
of $72.80 in the case of holding company subsidiaries. The 
Exhibit also shows that the average administrative and 
general expense of independent utilities constitutes 20.24% 
of their total operating expenses whereas the average ad¬ 
ministrative and general expense of holding company sub¬ 
sidiaries constitutes only 16.02% of their total operating 
expenses. While the differences between the average ad¬ 
ministrative and general expenses of independent utilities 
and of holding company subsidiaries are not so great as in 
the case of executive expense alone, they are uniformly in 
the same direction and afford further evidence that the 
average cost of management of the independent utilities is 
greater than that of the holding company subsidiaries. 

Q. Do you regard the sample upon which the last-men¬ 
tioned comparison is based as adequate? A. Yes. While 
only 337 companies out of the total sample of 636 companies 
are covered by this phase of my study, the companies 
omitted are for the most part small ones whose reports are 
not available in sufficient detail. Based on sales of elec¬ 
tricity, 98% of the total sample is included. This is clearly 
adequate. 

Q. Have you made any further tests in an effort to con¬ 
firm the validity of the statistical conclusions indicated by 

Exhibit . (IV-B-1)? A. Yes. As a part of my second 

major group of studies dealing with the relationship be¬ 
tween size of operating company and the objectives of the 
Act, which group of studies I shall later discuss in detail, 
I made a study of the average typical electric bills for 25, 
100 and 250 KWH of electricity as between independent 
utilities and holding company subsidiaries of various sizes. 
That is to say, these average bills were broken down for 
each group of utilities according to eight company size 
classifications, said size classifications being based upon 
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total electric revenues. These studies constitute a signifi¬ 
cant statistical sub-sampling of the data just presented re¬ 
lating to the effect of holding company control upon economy 
of management and operation. This sub-sampling shows 
that the average typical bills of holding company subsidi¬ 
aries, at all three use levels and in all company size classi¬ 
fications are quite consistently lower than those of inde¬ 
pendent utilities. 

Q. Have you prepared a table to illustrate the state¬ 
ment which you have just made? A. Yes. Merely as an 
illustration I have prepared a table showing the average 
typical bills for 25 KWH of electricity of independent utili¬ 
ties and holding company subsidiaries in each of the eight 
company size classifications. 

(Have Exhibit IV-B-2 marked Exhibit . for 

Identification.) 


Q. Was Exhibit.for Identification (IV-B-2) prepared 

by you or under your supervision? A. Yes. 

Q. Do you believe it to be accurate ? A. I do. 

(Here offer Exhibit. (IV-B-2) for Identifica¬ 

tion in evidence.) 

Q. What is the significance of Exhibit . (IV-B-2) 

with respect to the statistical conclusions indicated by Ex¬ 
hibit . (IV-B-1) ? A. The fact that in every company 

size classification the average electric bills of holding com¬ 
pany subsidiaries for 25 KWH of electricity are consist¬ 
ently lower than the average bills of independent utilities 
lends convincing statistical support to the conclusion which 

I have already stated, based on Exhibit. (IV-B-1), to 

the effect that economy of management and operation of 
utilities is not adversely affected by holding company 
control. 

Q. Looking at Exhibit. (IV-B-1) as a whole, what 

are your general conclusions with respect to whether or not 
the fact that an electric utility is controlled by a holding 
company has any relationship to the economy of operation 
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and management of such utility ? A. Whether one considers 
the external relations of electric utilities with their cus¬ 
tomers as expressed in average typical bills or whether one 
considers the economy of electric utility management in 
terms of specified indexes of managerial costs, there is no 
evidence that electric utilities which are controlled by hold¬ 
ing companies are operated or managed less economically 
than independent electric utilities. As a matter of fact, 
the studies heretofore described indicate that independent 
electric utilities on the average bill their customers at 
higher rates for electricity and in proportion charge more 
dollars to their management accounts than do electric utili¬ 
ties which are subsidiaries of holding companies. 

Q. On the basis of all your studies, what is your con¬ 
clusion as to the relative efficiency in management and op¬ 
eration of independent utilities and holding company sub¬ 
sidiaries? A. It is not universally possible to attribute 
causal relations to all statistically different averages such 
as appear between the several indexes of operating efficiency 
employed in my studies. Xor would I like to suggest that 
the dollar differences in the various averages measure the 
actual degrees of difference in economy of management and 
operation. However, I am willing to say emphatically that, 
in my opinion, the data presented are sufficiently consistent, 
the sample sufficiently representative, and the tests suffi¬ 
ciently indicative, to justify my general conclusion that inde¬ 
pendent utilities as a class are not operated and managed 
any more economically than holding company subsidiaries; 
in fact, the available evidence is to the contrary. 
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IV-B-1 

(II-A-1) 

MANAGEMENT INDEXES FOR ELECTRIC UTILITIES; 
CLASSIFIED BY TYPE OF CONTROL; 1939 

Holding Per Cent 

Independent Company of Sample 

Companies Subsidiaries Total by Sales 


Average Typical Bills 

No. of Companies. 1S2 454 636 

25 Kwh. $1.96 $1.77 $1.82 100 

100 Kwh. 5.05 4.67 4.78 100 

250 Kwh. S.S2 S.32 S.46 100 


Average Executive Expense 
per $1,000 Revenue 

No. of Companies. 101 3IS 419 

Average . $39.60 $13.93 $20.12 99 


Av. Adm. & Gen’l Expense 
per $1,000 Revenue 

No. of Companies. 65 272 337 

Average . $85.83 $72.80 $75.31 98 

Av. Adm. & Gen’l Expense 
as Per Cent of Total 
Expense 

No. of Companies. 64 269 333 

Average . 20.24% 16.02% 16.71% 98 


Av. Mgt. Fees per 
$1,000 Revenue* 

No. of Companies. 246 246 

Average . $14.89 $14.89 98 

Av. Mgt. Fees as Per 
Cent of Total Expense* 

No. of Companies. 193 193 

Average . 2.95% 2.95% 89 


* Includes only those companies operating under mutual service agreements. 
Sources of Data: 

F. P. C. Rate Reports 

F. P. C. Form #1 Annual Reports filed by utility companies 

F. P. C. Forms #96, 97 Annual Reports filed by small utility companies 
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(II-A-pg. 2) 


AVERAGE TYPICAL ELECTRIC BILLS FOR 25 KWH FOR 
INDEPENDENTS AND HOLDING COMPANY SUBSIDI¬ 
ARIES CLASSIFIED BY SIZE OF COMPANY 1939 


Size Groups—Total Electric 

Revenues of Operating Companies 

Independents 

H. C. Subs. 

Under $250.000. 

$2.09 

$2.05 

$250,001 to $500,000. 

2.01 

1.93 

$500,001 to $1.000.000. 

1.S1 

1.7S 

$1,000,001 to $3.000,000. 

1.95 

1.74 

$3,000,001 to $5.000.000. 

1.71 

1.63 

$5,000,001 to $10,000.000. 

1.S3 

1.59 

$10,000,001 to $20,000,000. 

1.69 

1.40 

Over $20,000,000 . 

1.45 

1.35 


Source: Federal Power Commission Reports 

Moody’s Manual of Public Utilities, 1940. 
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Q. Will you now turn to the third section of your first 
major group of studies, namely, that designed to show the 
relationship between the character of control over utilities 
and the soundness of their financial policies and practices, 
and describe the same? A. This part of my first major 
group of studies seeks to determine whether the fact that 
an operating utility is controlled by a holding company has 
any relationship and, if so, what relationship to the sound¬ 
ness of its financial management. 

Q. In your opinion, is it practicable to test statistically 
the relative efficiency of the financial management of differ¬ 
ent groups of utilities? A. Within limits, yes. While it is 
impossible, because of individual characteristics peculiar to 
particular companies, statistically to compare various 
groups of companies from the point of view of their rela¬ 
tive efficiency of financial management in its complete and 
broadest aspects, nevertheless, there are certain factors 
susceptible of statistical comparison which at least provide 
significant clues as to the relative efficiency of financial 
management. 

Q. Please state the factors which in your opinion pro¬ 
vide bases for comparison of the relative efficiency of finan¬ 
cial management. A. There are several such factors or 
tendencies which are susceptible of statistical treatment. 
One of these is the cost of capital; that is, the rates of bond 
interest and preferred stock dividends. With respect to 
this factor, I think it is possible by a survey of the utility 
field as a whole to determine whether the costs of capital 
are significantly different for independent utilities and hold¬ 
ing company subsidiaries. 

Another somewhat related factor is the cost of raising 
capital, that is, the cost of obtaining bond money and pre¬ 
ferred stock money. Such costs may be measured in terms 
of bankers’ fees and expenses incidental to the issuance 
and distribution of bonds and preferred stocks. 

Still another factor or tendency of more general appli¬ 
cation which is susceptible of statistical treatment is what 
I shall describe as “income administration,” or the use of 
income or earnings after they have been received. The 
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income of a company may be thought of as composed of two 
parts: one part, the disposition of which has been deter- 
miped by previous contracts, and the other, that part re¬ 
maining to be distributed at the discretion of the board of 
directors. Soundness of financial management may be dis¬ 
played with respect to either or both of these segments. 
The degree to which present income is encumbered with 
prior contractual claims serves as a criterion of financial 
decisions of the past, while the degree to which the residual 
is distributed characterizes present financial policies. 

In addition to the foregoing factors, it seemed to me 
that a study of the relative availability of equity capital as 
between independent utilities and holding company subsid¬ 
iaries might shed some light on the relative soundness of 
financial management, and accordingly I made such a study. 

Upon an overall consideration of the indexes which I 
have described I believe that it is possible to compare in a 
reasonably satisfactory manner the soundness of financial 
management policies as between independent utilities and 
holding company subsidiaries. 

Q. Directing your attention to the first of the several 
factors which you have mentioned, namely, the cost of 
capital, please describe the procedure by which you have 
undertaken to make a comparison of such cost as between 
independent utilities and holding company subsidiaries? 
A. I made a study of the cost of bond money and the cost 
of preferred stock money as reflected in the sales of bonds 
and preferred stocks by independent utilities and by hold¬ 
ing company subsidiaries during the years 1938 and 1939. 
My computations were restricted to mortgage bonds and 
preferred stock of operating utilities offered during the 
last two years, namely, 1938 and 1939, for which the data 
were available at the time my studies were being made. 
Similar data were available for the years 1935, 1936, and 
1937, but market conditions during those years were de¬ 
cidedly different than during 193S and 1939, and it seemed 
unwise to attempt comparisons of the character in ques¬ 
tion as between periods which were unlike from the point 
of view of security market conditions. Accordingly, I con- 
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fined my data to 1938 and 1939. Although there were the 
usual fluctuations in the securities markets during 1938 
and 1939, the utility bond and preferred stock markets 
remained relatively stable during those two years and, 
moreover, the data for those two years appeared to offer 
a broad enough field for my purposes. 

I might point out that for one phase of my study certain 
utility bonds and preferred stocks sold in 1940 were included. 

Q. "Why did you not base your study on the current 
market prices of bonds and preferred stocks of operating 
utilities instead of on offering prices? A. Current market 
prices might have provided a satisfactory basis of com¬ 
parison except for the fact that during recent years so 
many operating utility bonds and preferred stocks have 
not sold and do not now actually sell on a yield basis which 
is expressive of the true cost of capital to the respective 
issuers. In the security markets which were current in 
the latter part of 1939 it was difficult indeed to find a high 
grade utility bond whose market price was not influenced 
by its call price. Therefore it was quite impossible to 
compile a list of representative bond issues of independent 
utilities and holding company subsidiaries whose prices 
would not have been influenced bv this element of call 
price. Since, however, the call prices for new issues are 
commonly set to avoid undue influence on offering prices, 
I did deem it possible, by observation of the offering prices 
of a sufficient number of new issues of utility bonds and 
preferred stocks, to secure the market’s interpretation of 
the cost of money for operating utilities. 

Q. IVhat were the sources of the data which you used 
in compiling the data with respect to sales of bonds and 
preferred stocks by operating utilities during 193S, 1939 
and 1940? A. IVith respect to the years 193S and 1939, I 
used a report of the Public Utilities Division of the Secu¬ 
rities and Exchange Commission, dated January 23, 1940, 
to provide the list of issues and yields and costs thereof. 
This report includes all public issues of both independent 
utilities and holding company subsidiaries, and all private 
issues of holding company subsidiaries, sold during the 
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years 1935 through 1939. 'With respect to 1940, I used the 
current releases of the S.E.C. covering each individual 
issue of securities. 

Q. How did you use the data which you have just de¬ 
scribed for the purpose of comparing the costs of bond and 
preferred stock money as between independent utilities and 
holding company subsidiaries ? A. From the report of the 
Public Utilities Division of the Securities and Exchange 
Commission just referred to, I took the figures for “net 
cost to issuer*’ and “vield to investor.” I figured both 
weighted and unweighted average costs and vields from 
these, using the par amount of bond issues and the offering 
price of preferred stock issues as the weighting factors 
for i bonds and preferred stocks, respectively. Further, 
from the same report, I derived a measure of the cost of 
raising capital: this being the arithmetic difference between 
“net cost to issuer” and “yield to investor.” The average 
of this per annum cost differential expressed the fees and 
expenses of issuing bonds and preferred stocks on a per 
annum basis, which made these elements comparable as 
between the groups of companies in spite of differences in 
maturity dates of the securities. 

Costs of bond money expressed in such per annum terms 
can reasonably be expected to reflect the interest rate, the 
investment risk attached to the investment as affected bv 
an issuer's business and his financial structure, and the 
issufer*s ability to reach the capital market. Accordingly, 
any comparison of such costs, as between different groups 
of issuers of bonds, which brings to light significant dif¬ 
ferences should be reasonable reflections of differences in 
economy of financial management. 

Q. As part of the particular study now being discussed, 
have you caused to be prepared a table entitled, “Yields and 
Costs on Mortgage Bonds Sold by Electric and Gas-Electric 
Utilities; 193S and 1939”? A. Yes. 

(Have Exhibit IY-C-1 marked Exhibit . for 

Identification.) 
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Q. Was Exhibit . for Identification (IV-C-1) pre¬ 

pared by you or under your supervision? A. Yes. 

Q. Do you believe the data set forth thereon to be 
accurate ? A. I do. 

Q. Does it show on its face the source of the data set 
forth thereon ? A. It does. 

Q. Will you describe Exhibit . for Identification 

(IV-C-1) ? A. Said Exhibit shows in respect of the years 
193S and 1939 separately, and for both of said years 
together, the number of issues and aggregate par value of 
all mortgage bonds issued and sold, at public sales, by (1) 
all independent electric and gas-electric utilities, and (2) 
by all electric and gas-electric utilities which are subsidiaries 
of holding companies. Also included in the table are all 
holding company subsidiary bond issues privately sold and 
those independent utility bond issues privately sold during 
said two years for which the S.E.C. has a record on the 
basis of registration under the Securities Act of 1933. The 
Exhibit shows, for the two years mentioned and in respect 
of each of the two groups of utilities mentioned, the aver¬ 
age net cost and the average yield of all mortgage bonds 
sold. Said average net cost and average yield figures are 
shown both on a simple or unweighted basis and on a 
weighted basis, the weighting being according to the par 
value of the mortgage bonds sold by each group of utilities. 

Exhibit.for Identification (IV-C-1) also shows, for the 

two years in question and in respect of each of the two 
groups of utilities in question, the average fees and ex¬ 
penses of issue, on a per annum basis, for the mortgage 
bonds sold, this latter figure being computed from the differ¬ 
ence between net cost based on net proceeds to the issuer 
after all fees and expenses, and yield to the investor based 
on the offering price. 

(Here offer Exhibit . for Identification (IV- 

C-1) in evidence.) 


Q. What does Exhibit. (IV-C-1) show with respect 

to the relative costs of bond money as between independent 
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utilities and holding company subsidiaries ? A. It indicates, 
in my opinion, that on the basis of funds borrowed during 
193S and 1939 there were no substantial differences in the 
net cost of mortgage bond money as between independent 
utilities, on the one hand, and holding company subsidiaries, 
on the other hand. 

Q. Will you state the basis for that conclusion? A. In 

order to achieve reasonable comparability, Exhibit . 

(IY-C-1), showing costs and yields on utility bonds sold 
during 193S and 1939, was compiled exclusively on the basis 
of mortgage bonds. Therefore it reflects onlv the costs of 
mortgage bond money and takes no account of notes or 
debentures, but for purposes of testing the relative level 
of capital costs the data should be adequate. 

It will be noted from Exhibit. (IV-C-1) that during 

the years 193S and 1939, taken separately, there are con¬ 
siderable differences at all the points at which comparisons 
have been made. In 193S the holding company subsidiaries 
appear at a disadvantage as compared with the independent 
utilities, whereas in 1939 the reverse is true. These dif¬ 
ferences are undoubtedly due to the fact that the sample 
available on a single year basis is in each instance hardly 
large enough to permit a reasonable statistical result. How¬ 
ever, the mortgage bond offerings for the two years 1938 
andl 1939, taken together, include a sufficient number of 
offerings upon which to predicate a reasonably satisfactory 
statistical comparison, and all are within a period of time 
encompassed by reasonable limits. For the two-year period, 
the average net cost of mortgage bond money raised by 
holding company subsidiaries was .09% per annum higher 
than for independent utilities when the averages of net 
cost are weighted by the par amounts of the issues of each 
group of companies; but when the average net costs of the 
two groups are considered on an unweighted basis, that of 
the holding company subsidiaries averages .08% per annum 
lower than that of the independent utilities. These differ¬ 
ences, in either direction, are wholly inconclusive with 
regard to relative costs of bond money as measured in terms 
of the cost thereof. This is particularly so when it is con- 
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sidered that any of the items in the series of comparisons 

set forth on Exhibit. (IV-C-1) can be influenced by the 

mere size of individual issues of bonds and by their invest¬ 
ment quality, and that even the billion dollar total of issues 
does not certainly include companies representing an 

accurate cross section of the entire utilitv industrv or of 

% * 

independent utility or holding company subsidiary groups 
within the industry. However, with due regard for these 
limitations, it seems clear that there were no essential dif¬ 
ferences in the net costs of mortgage bond monev raised bv 
independent utilities and holding company subsidiary utili¬ 
ties during the years 193S and 1939. 

Q. What is the significance, if any, with respect to the 
conclusion you have just stated of the data set forth on 

Exhibit.(IV-C-1) relating to the average yield and the 

average per annum cost differential of the bonds issued by 
the two groups of utilities in question? A. Such data sup¬ 
port said conclusion. Exhibit . (IV-C-1) shows that 

on the average, during the years in question, the yields 
available to investors on the new bond issues of both groups 
of utilities were strikingly similar. Moreover, it appears 
that bankers spreads and other expenses in connection with 
the bond issues of both groups of utilities, when expressed 
on a yield basis to effect per annum comparability, are 
precisely the same on a weighted average basis. 

Q. Xow, in order further to support your conclusions 
with respect to the present section of your studies, have 
you prepared a chart entitled, “Relationship between In¬ 
dependent and Subsidiary Company Bond Issues in Terms 
of Costs and Interest Coverage (19*3S-1940) ”t A. Yes. 

(Have Chart IV-C-2 marked Exhibit . for 

Identification.) 

Q. Was this chart prepared by you or under your super¬ 
vision? A. Yes. 

Q. Do you believe it to be accurate? A. I do. 

Q. Please describe Exhibit . for Identification (IV- 

C-2). A. That is a graph or chart on which are plotted 
47 bond issues of holding company subsidiaries and 18 bond 







9S2 


IV-C—13,14,15 


issues of independent utilities, in such a manner as to indi¬ 
cate, as to each bond issue, the yield per annum and the 
interest coverage or times interest earned. In this instance 
the yield basis has been figured from gross proceeds to the 
issuers before expenses other than bankers’ fees. The 65 
bond issues reflected on the Exhibit are those of utilities 
which were sold during the period from January 1, 1938, 
to October 16,1940, and include all operating company bond 
issues, secured and unsecured, of $5,000,000 or more with 
25 to 30 year maturities. Said size and maturity limits 
were imposed to achieve comparability and to avoid the 
effects of short term monev rates on vield. The interest 
coverage was figured to the nearest available date of issue 
with corrections made pro forma to include the issues in¬ 
volved. A double log scale was used for plotting the 65 
bond issues in recognition of the decreasing influence of 
increasing interest coverage and to spread the data for 
better analysis in the lower cost ranges. 

Q. Just a minute, Dr. 'Waterman. What do you mean 
by the phrase “double log scale” which you just used in 
connection with this chart? A. By that phrase I refer to 
the fact that, in this chart, both the horizontal scale, along 
the base of the chart, and the vertical scale, along its left 
side, are drawn on a ratio or logarithmic basis. 

Q. Will you explain more fully the significance of such 
a ratio or logarithmic scale and state why it was used on 
this chart ? A. I believe that I have already explained 
that it is sometimes desirable to use a logarithmic scale 
when an attempt is made to portray relative differences 
in a visual or graphic manner. If a further explanation 
is needed, perhaps it can be done most effectively by con¬ 
trasting a logarithmic scale with a natural scale. The 
latter type is one which measures each unit by a span of 
equal dimensions; i. e., each hundred dollars, or foot, or ton, 
or whatever unit of variable might be under observation, 
would be measured on the chart by, let us say, one inch 
on the scale. Xow, using a logarithmic scale, each unit 
would be measured by progressively smaller spans as the 
number of units increases. For instance, on the chart in 
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question where the horizontal scale along the base measures 
the number of times bond interest has been earned, you 
will notice that the difference between 2 times interest 
earned and 3 times interest earned is measured by 3 inches 
and that the difference between 3 times interest earned and 
4.5 times interest earned is likewise measured by 3 inches, 
and that this relationship continues throughout. A logarith¬ 
mic or ratio scale is thus one which measures differences 
relative to each other, or, to put it another way, it is a 
scale which always considers percentage differences, rather 
than actual differences, as the unit of measurement. Thus, 
the difference between 2 times interest earned and 3 times 
interest earned is, of course, 50%, and the ratio is meas¬ 
ured by 3 inches on the scale; the difference between 3 
times interest earned and 4.5 times interest earned— 
although greater actually than the difference between 2 
times interest earned and 3 times interest earned—is like¬ 
wise 50%, and hence is also measured by 3 inches on the 
scale and so on. Similarly, on the vertical scale of Exhibit 

. for Identification (IV-C-2), which measures cost of 

bond and preferred stock money, the difference between 
2.5% and 3% money cost is 20% or 1-5/16 inches on the 
scale, and the difference between 3.5% and 4.2% money cost 
is likewise 20% and is likewise measured by 1-5/16 inches 
on the scale, because it expresses percentage differences. 

Q. I think that is satisfactory, Dr. Waterman. Now, 
will you please explain the significance of the lines running 
diagonally across the chart ? A. In statistical parlance these 
lines would be referred to as “regression lines,” but, more 
simply, they represent the average relationships between 
the factor of “times interest earned” and the factor of 
“cost of money** for the bond issues of holding company 
subsidiaries and independent utilities. The position of the 
lines is related to, and mathematically fixed by, the position 
on the chart of the dots and crosses. Each of the dots indi¬ 
cates a financing operation by a holding company subsidiary 
and each of the crosses indicates a financing operation by 
an independent company. The regression line, or axis 
around which the dots center, is the dotted line, and the re- 
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gression line, or the axis around which the crosses center, 
is the solid line. 

The positions of these lines on the chart were deter¬ 
mined by a standard statistical method known technically 
as “fitting by method of least squares” which I would be 
glad to explain in detail if desired. It is perhaps more 
simple to point out that it is quite easy to see from the chart 
itself that each of the two regression, lines runs approxi¬ 
mately through the center of the scattered dots and crosses 
in the field. In fact, each line is a progressive average of 
its respective items. Each has all the properties of an aver¬ 
age and represents the changes in the position of each 
average as it passes along the horizontal axis of the chart. 
The actual difference in the position of the two lines is the 
result of mathematical fitting which places the dotted line 
representing the relationship between independent utilities 
bond issues and bond interest coverage slightly above the 
solid line representing the relationship between holding 
company subsidiary bond issues and interest coverage. 

Q. Did you prepare a table setting forth the data from 
which Exhibit . for Identification (IV-C-2) was pre¬ 

pared? A. Yes. 

(Have Exhibit IV-C-3 marked Exhibit . for 

Identification.) 

Q. Was Exhibit . for Identification (IV-C-3) pre¬ 

pared by you or under your supervision? A. Yes. 

Q. Do you believe the data set forth thereon to be accu¬ 
rate? A. I do. 

Q. Will you briefly describe Exhibit.for Identifica¬ 

tion (IV-C-3) ? A. Said Exhibit sets forth a description 
of each of the 63 bond issues which are plotted on the chart 

which is Exhibit.for Identification (IV-C-2). It shows, 

in respect of each of said 65 bond issues, the name of the 
issuing utility, the interest rate, maturity, par amount of 
the issue, price to the investor, gross proceeds to the issuer, 
cost to the issuer, and the pro forma interest coverage or 
times interest earned. 
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(Here offer Exhibits . (IV-C-2) and _ 

(IV-C-3) for Identification in evidence.) 

Q. What do Exhibits. (IV-C-2) and. (IV-C-3) 

indicate with respect to the relative costs of bond money 
as between independent utilities on the one hand and hold¬ 
ing company subsidiaries on the other hand? A. Said 
Exhibits show that, during the period of time under ex¬ 
amination, utilities sold bonds at a variety of per annum 
costs at each quality of investment level as measured by 
interest coverage. As appears from the two regression 

lines on the chart which is Exhibit. (IV-C-2), the high 

and the low cost issues are about evenly divided, propor¬ 
tionately, between issues of independent utilities and issues 
of holding company subsidiaries; both have their high and 
low cost issues. 

It will be noted that there is a very slight difference 
between the two regression lines on the chart, which fact 
might at first blush seem to indicate that independent 
utilities tended to pay very slightly less for bond money 
in all quality of investment ranges than did holding com¬ 
pany subsidiaries. The slight variation between the two 
regression lines must, however, be considered in light not 
only of the nominal degree of difference, but also of truth 
of the statistical implication. In fact, the degree of differ¬ 
ence is so nominal as to lack statistical significance. 

I conclude that there is no evidence that costs of bond 
money are higher in the case of holding company subsidi¬ 
aries than in the case of independent utilities; in fact such 
statistical evidence as there is indicates there is really no 
significant difference in respective costs. 

Q. Now, as part of your study of the cost of capital, 
have you caused to be prepared a table entitled “Yields 
and Costs of Preferred Stocks Sold by Electric and Gas- 
Electric Utilities; 1938 and 1939”? A. Yes. 

(Have Exhibit IV-C-4 marked Exhibit . for 

Identification.) 

Q. Was Exhibit . for Identification (IV-C-4) pre¬ 

pared by you or under your supervision? A. Yes. 
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Q. Do you believe the data set forth thereon to be 
accurate? A. I do. 

Q. Does said Exhibit show on its face the source of the 
data set forth thereon? A. Yes. 

Q. AVill you describe Exhibit . for Identification 

(IV-C-4) ? A. It sets forth data of precisely the same 

general character as that set forth on Exhibit . 

(IY-C-1) except that Exhibit . for Identification 

(IV-C-4) involves preferred stocks instead of mortgage 
bonds. 

(Here offer Exhibit . for Identification 

(IV-C-4) in evidence.) 

Q. AVhat conclusions, if any, do you deduce from Exhibit 
. (IV-C-4) with respect to the relative costs of pre¬ 
ferred stock capital as between the two groups of utilities 
herfe involved? A. During the years 1938 and 1939 there 
were only 16 offerings of preferred stock by electric and 
gas-electric utilities. This is so small a number of offer¬ 
ings that statistical analysis thereof probably has little 

significance. For what it may be worth, Exhibit . 

(IV-C-4) has been prepared to show the relative perform¬ 
ance of independent utilities and holding company subsidi¬ 
aries which did offer preferred stock for sale during 193S 
and 1939. The study shows that, as in the case of utility 
bond issues, there are differences within each year which 
can be given no cognizance because of the inadequate size 
of the sample in each instance. However, it may be noted 
that net costs to issuers on a weighted average basis did 
run consistently lower for holding company subsidiaries 
than in the case of independent utilities. Similarly, the 
weighted average yields were lower for the holding com¬ 
pany group. Vhen expressed on a per annum basis, the 
costs of raising preferred stock capital show no significant 
differences as between the two groups of utilities in ques¬ 
tion; the .01% differential having absolutely no significance 
in view of the meagerness of the sample. 

Q. Viewing all your studies as to the costs of bond and 
preferred stock money, what are your conclusions as to the 
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relative costs of capital as between independent utilities 
and holding company subsidiaries? A. On the basis of the 
data available from securities sales in the three years, 
there is no evidence that holding company subsidiaries are 
subject to higher costs of bond and preferred stock money 
than independent utilities. It is likewise true that the cost 
of raising capital; that is, the bankers ’ fees and incidental 
expenses, shows no relative superiority on the part of 
either group of utilities. While the evidence on which these 
conclusions are based, particularly that relating to pre¬ 
ferred stock issues, is not entirely satisfactory, there cer¬ 
tainly is no basis for the belief that in recent years inde¬ 
pendent utilities have enjoyed any advantage over holding 
company subsidiaries either in the matter of money costs 
or the costs of raising capital. 

Q. Now, Dr. Waterman, will you turn to that part of 
your study which is designed to determine relative economy 
of financial management as between independent utilities 
and holding company subsidiaries as measured by what 
you call “income administration”? Have you caused to 
be prepared a table entitled, “Income Administration 
Ratios of Independent and Subsidiary Utilities; Classified 
According to Type of Control, 1939”? A. Yes. 

(Have Exhibit IV-C-5 marked Exhibit . for 

Identification.) 

Q. Was Exhibit . for Identification (IV-C-5) pre¬ 

pared by you or under your supervision? A. Yes. 

Q. Do you believe the data set forth thereon to be accu¬ 
rate? A. I do. 

Q. Will you explain this concept of “income adminis¬ 
tration" which you mention and show what bearing it has 
on the matter of economy of financial management of utili¬ 
ties? A. A few moments ago I discussed costs of bond 
money and costs of preferred stock money as indexes 
measuring one angle of economy of financial management, 
and I consider the ratios used in Exhibit.for Identifi¬ 

cation (IV-C-5) simply as additional indexes bearing on the 
same matter. 
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As I have indicated previously, the income of a corpo¬ 
ration may be thought of as composed of two parts; one 
part, the disposition of which is determined by contracts 
with senior security holders and the other that part re¬ 
maining to be distributed at the discretion of the Board 
of Directors. Relative soundness of financial management 
may be displayed in either part of this income. The degree 
to which present income is encumbered with prior contrac¬ 
tual claims serves as a criterion of financial decisions of 
the past, while the degree to which the residual is dis¬ 
tributed characterizes current financial policies. 

For the purposes of comparing income administration 
policies as an index of the soundness of financial manage¬ 
ment, I computed the ratios and the averages thereof which 
are contained in this exhibit and their bearing on the situ¬ 
ation will, I think, become apparent as I discuss them in 
detail. Perhaps I should point out that none of these 
ratios standing by itself, affords a conclusive measure of 
the soundness of financial management. When considered 
together, however, and in relation to other factors, these 
ratios do provide, in my opinion, significant criteria of the 
wisdom of financial policies and administrations. 

Q. Please describe Exhibit . for Identification 

(IV-C-5). A. That is a table showing, in respect of two 
groups of utilities, namely, (1) 67 independent utilities, 
and (2) 221 holding company subsidiaries, the following 
ratios relating to financial operations during the year 1939: 

(a) i the ratio of common stock earnings, to income; 

(b) the ratio of common stock dividends to common stock 
earnings; (c) the ratio of interest plus preferred dividends 
to income; (d) the ratio of common stock dividends to 
income; (e) the ratio of earnings spent for all capital to 
income; (f) the ratio of earnings retained in the business to 
common stock earnings; and (g) the ratio of earnings 
retained in the business, to income. 

The 28S utilities covered by this study constitute all 
the (utilities for which the data on which this study is based 
were available. Measured by volume of sales the table deals 
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with approximately 95% of the entire sample of 636 com¬ 
panies used in my major studies. 

(Here offer Exhibit .for Identification (IV- 

C-5) in evidence.) 

Q. What, in your opinion, does Exhibit . (IV-C-5) 

indicate with respect to the relative economy of financial 
management as between independent utilities and holding 
company subsidiaries? A. Reference to item “c” in said 
Exhibit shows that holding company subsidiaries have, on 
the average, distributed a larger portion of their income to 
bondholders and preferred stockholders than have inde¬ 
pendent utilities. The figures are 57.4% as compared to 
49.5%. This difference, in view of the conclusion heretofore 
stated that holding company subsidiaries are able to raise 
capital on comparable terms with independent utilities, 
indicates a somewhat smaller common stock equity to be 
typical of the capital structures of subsidiaries. The result¬ 
ing greater rigidity in financial payments does not, however, 
necessarily indicate undue lack of conservatism in the finan¬ 
cial policies of holding company subsidiaries. The charac¬ 
teristic stability of the utility industry permits without 
great risk the financial structure typical of holding company 
subsidiaries as suggested by the average ratio of 57.4%, 
if other administrative policies are sound. 

Although the holding company subsidiaries distribute 
slightly more of their income to their bondholders and pre¬ 
ferred stockholders than do the independents, in the ad¬ 
ministration of residual income the holding company sub¬ 
sidiaries appear to be more conservative than the inde¬ 
pendents. As shown by items “a” and “b” on Exhibit. 

(IV-C-5), not only is the portion of income available to 
common stockholders less in the case of holding company 
subsidiaries, as might reasonably be expected in view of 
higher prior charges, but it also appears that the portion 
of that residual income distributed to common stockholders 
is also small in the case of holding company subsidiaries. 
Thus, while the independent utilities distributed an average 
of 69.2% of available income to common stock, the sub- 
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sidiaries distributed but 54.9%. This difference in the dis¬ 
tributed portion of residual income is so great that, despite 
relatively higher fixed charges, subsidiaries on the average 
spent only approximately as much of their total income 
for capital as did independents, and similarly each group 
reinvested about the same portion of their earnings. 
(Items (e) and (g).) 

I Certainly, the evidence wholly fails to support any 
charge that holding companies are milking their sub- 



Xeither higher fixed charges nor holding company control 
deprived holding company subsidiaries of funds for rein¬ 
vestment because the amount of income available for that 
purpose averaged the same for holding company sub¬ 
sidiaries as for independent utilities. 

Q. Now, in addition to the studies relating to the cost 
of bond money and preferred stock money and to income 
administration ratios, did you undertake any further 
analysis with respect to the relationship between the char¬ 
acter of control over operating utilities and the effectiveness 
of their financial management ? A. Yes. 

Q. Will you please describe such further analysis. A. 
Because of the hue and erv that had been raised throughout 
the decade of the nineteen thirties about the scarcity of 
equity capital in all kinds of businesses, including the public 
utility business, I made an effort to ascertain the facts 
regarding the relationship, if any, of holding company con¬ 
trol to the availability of equity capital for operating 
utilities. It has just been pointed out that, in terms of 
income retained in the business, there was very little differ¬ 
ence in the amount of reinvested earnings made available 
to independent utilities and holding company subsidiaries, 

respectively, during 1939. As shown by Exhibit . 

(IY-C-5), the independent utilities, on the average, rein¬ 
vested 12.3% of their income, while holding company sub¬ 
sidiaries reinvested 11.8% of theirs. I undertook to develop 
the j facts also with respect to the availability of new or 
additional equity capital as between the two major groups 
of utilities involved in my studies. 
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Q. Please describe the nature of this last-mentioned 
study and the general procedure which you followed in de¬ 
veloping it. A. I made a compilation of all instances of 
increases in residual equity on the part of operating electric 
and gas utilities during the two year period 1939 and 1940. 
I might here interpolate that this particular study was not 
made until 1941 and that the data in question were avail¬ 
able for the full year of 1940. I included in the compilation 
all cases where the residual or common stock equity of an 
operating electric or gas utility was increased by any means 
other than reinvestment of earnings. There are thus included 
in the compilation not only sales of common stock for cash, 
in which event, of course, new funds are made available to 
the enterprise, but also conversion of debt to stock. Instances 
of the latter type were included because such increases in 
the residual equity tend to strengthen a company as much 
as does the acquisition of additional equity capital. 

0. From what sources, generallv, did vou secure the 
requisite information? A. For the most part, from releases 
of the Securities and Exchange Commission under the 
Public Utility Holding Company Act and from reports of 
the Securities and Exchange Commission under the Securi¬ 
ties Act. The former "were examined to insure inclusion 
in my compilation of all transactions between registered 
holding companies and their respective subsidiaries which 
represented the furnishing of capital or equity to such sub¬ 
sidiaries. The latter were used as the chief source of my 
information regarding public offerings of equity securities 
by independent utilities. In addition, so far as independ¬ 
ent utilities are concerned, I relied to some extent on infor¬ 
mation secured from standard investment services and in¬ 
dividual company reports to stockholders. 

Q. In connection with the compilation which you have 
described, did you have prepared a table of eight pages 
entitled, “Details of Holding Company Advances to Sub¬ 
sidiaries; 1939 & 1940” f A. Yes. 

(Have Exhibit IV-C-6 marked Exhibit_ for 

Identification.) 
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Q. Was Exhibit . for Identification (IV-C-6) pre¬ 

pared under your supervision? A. Yes. 

Q. Do you believe the information set forth therein to be 
accurate? A. I do. 

Q. What were the sources of the data set forth on Ex¬ 
hibit . for Identification (IV-C-6)? A. The series of 

releases of the Securities and Exchange Commission under 
the Public Utility Holding Company Act, to which I have 
referred. 

Q. Please describe Exhibit . for Identification 

(IV-C-6). A. It is a list or table which shows the details 
of each of the financial transactions between holding 
companies and their respective subsidiaries during 1939 
and; 1940 which involved either cash advances to such sub¬ 
sidiaries or forgiveness of debt or cancellation of preferred 
stock of such subsidiaries. The table shows as to each such 
transaction the names of the parent and subsidiary compa¬ 
nies involved, the amount of cash or debt or preferred stock 
involved, the consideration furnished by each party to the 
transaction, and the number of the Securities and Exchange 
Commission release from which the data were secured. Ap¬ 
pended to the table are some rather voluminous footnotes 
which assist in the explanation of some of the transactions. 

Perhaps I should add that in making up this compilation, 
donations by holding companies to their subsidiaries of 
common stock of the latter have been ignored as neither 
providing additional funds nor materially improving the 
recipient’s financial standing. As a matter of fact, there 
was only one instance of that sort of thing during 1939 and 
1940. Moreover, mergers have been ignored unless the 
residual equity ratio of the resulting company was greater 
than the consolidated ratio of the companies merged. In 
several instances intra-system indebtedness was reduced 
by merging the debtor and creditor companies without any 
resulting improvement in the credit standing of the com¬ 
bined companies. 

Q. Did you have prepared a table designed to summarize 

the data set forth on Exhibit . for Identification 

(IVrC-6), said table being entitled, “Summary of Subsidi- 
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ary Financing by Holding Companies; 1939-40; Classified 
by Type of Advance.’’ A. Yes. 

(Have Exhibit IV-C-7 marked Exhibit _ for 

Identification.) 

Q. Was Exhibit . for Identification (IV-C-7) pre¬ 

pared under your supervision? A. Yes. 

Q. Is it an accurate summary of data shown on Exhibit 
. for Identification (IV-C-6) ? A. It is. 

Q. What was Exhibit . for Identification (IV-C-7) 

designed to accomplish? A. It classifies all the instances 
of increases in the residual equity of holding company sub¬ 
sidiaries listed on Exhibit.for Identification (IV-C-6) 

as between purchases of common stock and capital contribu¬ 
tions. Although “capital contributions” are listed sepa¬ 
rately on Exhibit . for Identification (IV-C-7), such 

contributions are essentially of the same nature as common 
stock purchases, at least in those cases where the holding 
company owns 100% of the stock of the subsidiary. Paren¬ 
thetically, I may say that most of the holding company sub¬ 
sidiaries are 100% owned. I might point out that the cap¬ 
ital contributions listed on Exhibit.for Identification 

(IV-C-7) are of two types, one in which cash is contributed 
without consideration and the other in which debt is for¬ 
given or preferred stock cancelled without common stock 
being issued in exchange therefor. I wish also to point 

out that the capital contributions shown on Exhibit . 

for Identification cover only the period from January 23, 
1940 to the end of 1940, data with respect to such contribu¬ 
tions not being available prior to January 23, 1940. 

In addition, Exhibit . for Identification (IV-C-7) 

shows the aggregate amount of holding company subsidiary 
bonds retired in exchange for preferred stock, the aggre¬ 
gate amount of various types of credit advances by holding 
companies to subsidiary companies and a few miscellaneous 
transactions. Although such latter transactions do not fall 
within the definition of residual equity financing, they have 
been included on the Exhibit as forms of financing by hold- 
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Q. Was Exhibit . for Identification (IV-C-6) pre¬ 

pared under your supervision? A. Yes. 

Q. Do you believe the information set forth therein to be 
accurate? A. I do. 

Q. What were the sources of the data set forth on Ex¬ 
hibit . for Identification (IV-C-6)? A. The series of 

releases of the Securities and Exchange Commission under 
the Public Utility Holding Company Act, to which I have 
referred. 

Q. Please describe Exhibit . for Identification 

(IV-C-6). A. It is a list or table which shows the details 
of each of the financial transactions between holding 
companies and their respective subsidiaries during 1939 
and 1940 which involved either cash advances to such sub¬ 
sidiaries or forgiveness of debt or cancellation of preferred 
stock of such subsidiaries. The table shows as to each such 
transaction the names of the parent and subsidiary compa¬ 
nies involved, the amount of cash or debt or preferred stock 
involved, the consideration furnished by each party to the 
transaction, and the number of the Securities and Exchange 
Commission release from which the data were secured. Ap¬ 
pended to the table are some rather voluminous footnotes 
which assist in the explanation of some of the transactions. 

Perhaps I should add that in making up this compilation, 
donations by holding companies to their subsidiaries of 
common stock of the latter have been ignored as neither 
providing additional funds nor materially improving the 
recipient’s financial standing. As a matter of fact, there 
was only one instance of that sort of thing during 1939 and 
1940. Moreover, mergers have been ignored unless the 
residual equity ratio of the resulting company was greater 
than the consolidated ratio of the companies merged. In 
several instances intra-system indebtedness was reduced 
by merging the debtor and creditor companies without any 
resulting improvement in the credit standing of the com¬ 
bined companies. 

Q. Did you have prepared a table designed to summarize 

the data set forth on Exhibit . for Identification 

(IV-C-6), said table being entitled, “Summary of Subsidi- 
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ary Financing by Holding Companies; 1939-40; Classified 
by Type of Advance.’’ A. Yes. 

(Have Exhibit IV-C-7 marked Exhibit _ for 

Identification.) 

Q. Was Exhibit . for Identification (IV-C-7) pre¬ 

pared under your supervision? A. Yes. 

Q. Is it an accurate summary of data shown on Exhibit 
. for Identification (IV-C-6) ? A. It is. 

Q. What was Exhibit . for Identification (IV-C-7) 

designed to accomplish? A. It classifies all the instances 
of increases in the residual equity of holding company sub¬ 
sidiaries listed on Exhibit.for Identification (IV-C-6) 

as between purchases of common stock and capital contribu¬ 
tions. Although “capital contributions” are listed sepa¬ 
rately on Exhibit . for Identification (IV-C-7), such 

contributions are essentially of the same nature as common 
stock purchases, at least in those cases where the holding 
company owns 100% of the stock of the subsidiary. Paren¬ 
thetically, I may say that most of the holding company sub¬ 
sidiaries are 100% owned. I might point out that the cap¬ 
ital contributions listed on Exhibit . for Identification 

(IV-C-7) are of two types, one in which cash is contributed 
without consideration and the other in which debt is for¬ 
given or preferred stock cancelled without common stock 
being issued in exchange therefor. I wish also to point 

out that the capital contributions shown on Exhibit . 

for Identification cover only the period from January 23, 
1940 to the end of 1940, data with respect to such contribu¬ 
tions not being available prior to January 23, 1940. 

In addition, Exhibit . for Identification (IV-C-7) 

shows the aggregate amount of holding company subsidiary 
bonds retired in exchange for preferred stock, the aggre¬ 
gate amount of various types of credit advances by holding 
companies to subsidiary companies and a few miscellaneous 
transactions. Although such latter transactions do not fall 
within the definition of residual equity financing, they have 
been included on the Exhibit as forms of financing by hold- 
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ing companies of tlieir subsidiaries. The table does not 
reflect the refinancing of bonds and preferred stocks with 
the same type of security even though the interest cost or 
dividend cost has been reduced as a result of such refi¬ 
nancing. 

Q. What do Exhibits. (IV-C-6) and. (IV-C-7) 

for Identification show with respect to contributions of 
residual equity money to holding company subsidiaries 
during the years 1939 and 1940? A. They show that during 
such two years holding companies contributed to subsidiary 
companies a total of $9S,25G,739 of residual equity money, 
including capital contributions. 

Q. Were there any instances of public offerings of com¬ 
mon stock by holding company subsidiaries during the years 
1939-1940 ? A. There was one such case. In April, 1940, 
West Penn Power Company, a direct subsidiary of the West 
Penn Electric Company and a part of the American Water 
Works & Electric Company system, publicly offered 160,000 
shares of common stock at a total offering price of 
$4,320,000. 

Ql What then is the total amount of residual equity 
capital acquisitions by holding company subsidiaries during 
the years 1939-1940? A. The total figure is $102,576,439. 

Q. How does the figure you have just stated compare 
with the amount of residual equity capital raised by inde¬ 
pendent utilities during 1939 and 1940 ? A. Public offerings 
of common stock for purposes of raising new capital have 
been rare in the past decade. In the two years 1939-40 
there were only two such public offerings of common stock 
bv utilities. Private issues of common stock were more 
numerous during this period, but there was only one such 
issue by an independent utility and that was effected not 
through a sale of stock but through the conversion of 
debentures. 

Commonwealth Edison Company offered its common 
stock in exchange for its outstanding debentures in accord¬ 
ance with the conversion terms of the indenture at the rate 
of four shares of $25 par value stock for each $100 deben¬ 
ture. Pursuant to such conversion rates, $40,232,600 par 
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amount of Commonwealth Edison debentures were con¬ 
verted into common stock in 1939, and $52,340,600 par 
amount of debentures were so converted in 1940, making^' 
a total conversion of $92,573,200 for the two years. Besides 
these conversions, Commonwealth Edison Company in 1939 
issued $9,5S3,550 par value of its own common stock in ex¬ 
change for the preferred stock of Western United Gas and 
Electric Company, a wholly owned subsidiary. The amount 
of said exchange added to the amount of said conversions 
makes a total equity capital increase for Commonwealth 
Edison Company during the two-year period in question 
of $103,809,270. * 

Q. What general conclusions do you draw from this 
survey of the availability of equity .capital to independent 
utilities and holding company subsidiaries, respectively? 
A. On the basis of this analysis it appears that holding com¬ 
panies supplied nearly one hundred million dollars of 
common stock equity to their operating subsidiaries during 
the two years 1939 and 1940. it also appears that during 
the same period only one independent utility made any 
significant increase in its residual equity capital. The pub¬ 
lic money markets were used but little either bv subsidiaries 
or independents as sources of common equity money. So 
far as holding company subsidiaries are concerne^intra- 
system transactions accounted for practically all ^Beasec 
in residual capital equities. ^ 

The studies which I have made constitute no index of 
the relative needs for increased equities, but they do indi¬ 
cate a more widespread availability of equity funds to hold¬ 
ing company subsidiaries than to independent utilities at 
a time when the public markets have, for all practical pur¬ 
poses, been closed to common stock offerings. It may be 
that the hundred million dollars of equity contributions by 
holding companies to their subsidiaries during the two- 
year period in question constitute but a small sum for the 
public utility industry as a whole, nevertheless said s um 
was distributed among seventy operating utilities in need 
of equity funds. During the two years in question, Com¬ 
monwealth Edison Company alone among the independent 
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utilities achieved a significant equity increase and that was 
done by conversion of bonds into common stock. 

While there is but a slight difference in the total amounts 
of equity money received by the two types of companies 
during this two-year period, it is worth noting that the 
only independent company which effected an equity increase 
in any considerable amount, the Commonwealth Edison 
Company, compares in size with the larger holding com¬ 
pany systems. It rather clearly appears that holding com¬ 
panies provided a source of equity funds for small sub¬ 
sidiaries which was not matched in any way for the small 
independent utilities. 

Q. Do you think that regulation by the S.E.C. under 
the Sections 6 and 7 of the Act had anything to do with the 
decisions resulting in increases in the equity of the seventy 
operating subsm .tries of holding companies that had in¬ 
creases in equity capital? A. I have no doubt that it did 
although the evidence in respect to such matters is hard to 
determine accurately. In any case the facts are that the 
present conditions of operation produced the results which 
I have outlined, whether the impetus came from the desire 
of the holding company to improve the equity of its sub¬ 
sidiaries or whether it came from pressure from the Securi¬ 
ties a^ 1 Exchange Commission. 

Qflfcn you summarize briefly the results of all your 
studie=Welating to financial management of utilities? A. Al¬ 
though the analyses of financial management indexes which 
I have discussed are not entirely satisfactory from a statis¬ 
tical viewpoint, they do provide, in effect, a series of pano¬ 
ramas, taken from different angles, which, while not pos¬ 
sessing three dimensional clearness, do provide recogniz¬ 
able pictures. By all of these bases of comparison which 
adapt themselves to statistical treatment, I have concluded 
that there are no significant overall differences between 
independent utilities and holding company subsidiaries on 
the score of sound and efficient financial management. 
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Exhibit 


YIELDS AND COSTS ON MORTGAGE BONDS SOLD BY ELECTRIC 
AND GAS-ELECTRIC UTILITIES; 1938 AND 1939* 


Average Per Annum 

Amounts Offered- v , -Average Net Cost-^ ( -Average Yield- x ,— Cost Differentialf —^ 

Number of 



Par Value 

Issues 

Weighted 

Unweighted 

Weighted 

Unweighted 

Weighted 

Unweighttd 

1938 

Independents. 

. $ 217,982,000 

6 

3.46% 

3.71 

3.42% 

3.68 

3.34% 

3.56 

3.30% 

3.56 

0.12% 

0.15 

0.12% 

0.13 

Subsidiaries. 

462,725,000 

30 



Total. 

. $ 680,707,000 

36 

3.63% 

3.64% 

3.49% 

3.52% 

0.14% 

0.13% 

1939 

Independents.. 

. $ 45,250,000 

9 

3.93% 

3.57 

4.05% 

3.76 

3.66% 

3.44 

3.73% 

3.60 

0.26% 

0.13 

0.32% 

0.15 

Subsidiaries. 

. ' 566^332,000 

37 

Total. 

. $ 611,582,000 

46 

3.59% 

3.81% 

3.45% 

3.63% 

0.14% 

0.18% 

1938 and 1939* 
Independents. 

. $ 263,232,000 

15 

3.54% 

3.63 

3.80% 

3.72 

3.40% 

3.49 

3.56% 

3.58 

0.14% 

0.14 

0.24% 

0.14 

Subsidiaries. 

. 1,029^057,000 

67 

Total. 

. $1,292,289,000 

82 

3:61% 

3.74% 

3.47% 

3.58% 

0.14% 

0.16% 


* Based on data published by the Securities and Exchange Commission in “Security Issues of Electric and Gas Utilities” 
(both public and private sales included). 

t Figured front the difference between net cost based on net proceeds to issuer after all fees and expenses, and yield to 
investor based on offering price. 

% Similar averages have been computed for 1940 issues, not here included: they do not change the relative picture. 
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IV-C-3 INTEREST COSTS AND COVERAGE FOR BONDS ISSUED BY 

(III-A-lb) OPERATING UTILITIES JANUARY 1, 1938 TO OCTOBER 16, 1940 


No.* 


Par 

Amount 

Price to 
Investor 

Gross 
Proceeds 
to Issuer 

Cost to 
Issuer 

Pro 

Forma— 
Times 
Interest 
Coverage 

1-1 

Commoiwealth Edison Company 3J4/68. 

$ 33.000.000 

$103.50 

$101.50 

3.42% 

4.85 

2-1 

Commoiwealth Edison Company 3^/68. 

33.000.000 

102.25 

100.25 

3.49 

4.85 

3-S 

Indianapolis Power & Light Company 3^/68. 

32.000,000 

100.00 

98.00 

3.86 

3.18 

4-1 

New Y*rk Steam Corporation 3J4/63. 

27,9S2,000 

100.00 

98.00 

3.62 

3.04 

5-1 

Public Service Company of Northern Illinois 3^</6S. 

80.000.000 

103.00 

101.00 

3.45 

3.16 

6-1 

Public Service Electric & Gas Company 3J4/68. 

10.000,000 

104.75 

102.75 

3.11 

4.82 

7-1 

Washington Gas Light Company 4/63- 

8.500.000 

101.00 

101.00 

3.94 

2.5S 

8-S 

Appalachian Electric Power Company 4/63. 

57.000.000 

98.75 

96.25 

4.24 

3.36 

9-S 

Central Illinois Public Service Company 3^/6S. 

38.000,000 

100.50 

98.50 

3.83 

2.90 

10-S 

Consumers Power Company 3J4/67. 

9.000.000 

102.00 

100.00 

3.50 

3.32 

11-S 

Consumers Power Company 3J4/66. 

10.168,000 

104.50 

102.50 

3.12 

3.32 

12-S 

Green Mountain Power Corporation 3-J4/63. 

7.750.000 

101.50 

99.50 

3.78 

2.87 

13-S 

Gulf Stitcs Utilities Company 4/66. 

10.000,000 

104.00 

102.00 

3.88 

2.19 

14-S 

Michigan Consolidated Gas Company 4/63. 

34,000.000 

97.50 

95.00 

4.33 

3.23 

15-S 

Ohio Power Company, The 3J4/6S. 

55.000.000 

101.50 

99.50 

3.28 

4.59 

16-S 

San Anonio Public Service Company 4/63. 

.... 16,500,000 

99.00 

96.75 

4.21 

2.89 

17-S 

Toledo Edison Company, The 3^/68. 

30.000,000 

101.50 

99.50 

3.53 

3.47 

1S-S 

Virginia Electric and Power Companv 3^/68. 

37.500.000 

103.50 

101.50 

3.42 

4.07 

19-S 

Wisconsin Electric Power Company 3J4/68. 

54,500,000 

103.50 

101.50 

3.42 

3.34 

20-1 

Commoiwealth Edison Company 3^/68. 

34.000.000 

104.00 

104.00 

3.29 

4.85 

21-S 

Connecticut Light and Power Company 3^/6S. 

15,000.000 

104.92 

104.92 

3.00 

3.65 

22-S 

Indiana General Service Company 354/68. 

6,500.000 

101.50 

101.50 

3.17 

4.81 

23-S 

Iowa Pnver & Light Company 4/6S. 

5.700,000 

102.75 

102.75 

3.85 

2.43 

24-S 

West Penn Power Company 3J4/68. 

17,000,000 

104.92 

104.92 

3.00 

4.91 


* I=Ind<pendent companies. 

S=Subadiary companies. 

E=Elirrinated from computation of regression lines in Exhibit III-A-lb because affected by threat of T. V. A. competition and threat 
of loss of Padtcah (Ky.) franchise within two months of offering date. 

Z=Elindnated because the issue comprised part of a reorganization plan: proceeds were used to retire and replace defaulted bonds. 
Numbers refer to points plotted on chart Exhibit. (IV-C-2). 
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IV-C-3 

(III-A-lb) (concluded) 


No.* 


25- 1 Community Public Service 4/64.... 

26- 1 Consolidated Gas Electric and Powcr^(Baltimore) 3/69... 

27- 1 Pennsylvania Water and Power Co. 3)4/64. 

2S-S Central Illinois Electric and Gas Co. 3)4/64. 

29- S Central Power and Light Co. 3)4/69. 

30- S Gulf States Utilities Co. 3)4/69. 

31- S Iowa Public Service Co. 3)4/69. 

32- S Kansas Power and Light Co. 3)4/69.. 

33- S Kansas Power Co. 4/64.!. 

34- S New York State Electric & Gas Corp. 3)4/64. 

35- S Northern Indiana Public Service Co. 3)4/69. 

36- S Northern States Power Co. (Wis.) 3)4/64. 

37- S Pennsylvania Power & Light 3)4/69. 

3S-S Public Service Co. of Colorado 3)4/64. 

39- S Public Service Co. of Indiana 4/69. 

40- S Rochester Gas & Electric Corp. 3)4/69. 

41- S Southwestern Light & Power 3)4/69. 

42- S Washington Water Power Co. 3)4/64. 

45-S West Texas Utilities 3)4/69.... 

44- 1 Southern California Edison Co. 3)4/64. 

45- S Indiana & Michigan Electric Co. 3)4/69. 

46- S New York Power & Light Cp. 3)4/64.. 

47- S Northwestern Electric 4/69....;. 

4S-T Indianapolis Power & Light Co. 3)4/70. 

49- 1 Iowa Southern Utilities Co. 4/70. 

50- T Pennsylvania Water & Power Co. 3)4/70. 

51- 1 Southern California Edison Co., Ltd. 3/65. 

52- 1 Southern California Gas Co. 3)4/70. 

53- S Central Maine Power Co. 3)4/70. 

54- S Cleveland Electric Illuminating Co. 3/70. 

55- S Consumers Power Company 3)4/70. 

56- S Dayton Power & Light Company 3/70. 

57- S Jersey Central Power & Light Co. 3)4/65. 

E Kentucky Utilities Company 4/70. 

58- S Northwestern Public Service Company 4/70. 

59- S Southwestern Gas & Electric Co- 3)4/70. 

60- 1 Iowa Electric Light & Power Co. 3)4/65. 

61- 1 Public Service Electric & Gas Co. 3/70. 

62- S Carolina Power & Light Co. 3)4/65. 

63- S Kansas Gas & Electric Co. 3)4/70. 

Z Mountain States Power Co. 4)4/65... 

64- S Northern Indiana Power Co. 4)4/65.. 

65- S Rochester Gas & Electric Corp. 3)4/70. 


i 


Exhibit 


(concluded) 


Pro 

Forma— 


Par | 
Amount 

Price to 
Investor 

Gross 
Proceeds 
to Issuer 

Cost to 
Issuer 

Times 

Interest 

Coverage 

$ 6.600.000 

$100.00 

$ 97.25 

4.18% 

2.10 

7.000,000 

105.00 

103.00 

2.85 

3.53 

10,900.000 

104.00 

102.00 

3.13 

4.22 

14.750.000 

100.50 

98.50 

3.84 

2.85 

25.000.000 

101.00 

99.00 

3.81 

3.45 

27.300,000 

106.75 

104.75 

3.25 

3.66 

14.250.000 

101.00 

99.00 

3.81 

2.83 

26.500,000 

108.50 

106.50 

3.166 

3.70 

5.000.000 

101.50 

99.50 

4.03 

2.34 

13.000.000 

102.00 

100.00 

3.75 

2.47 

45.000.000 

100.00 

98.00 

3.86 

2.96 

17.500.000 

106.00 

104.00 

3.265 

3.28 

95.000,000 

105.50 

103.50 

3.32 

2.94 

40.000.000 

102.00 

100.00 

3.50 

4.51 

38.000.000 

102.00 

100.00 

4.00 

2.81 

8.323.000 

105.50 

103.50 

3.07 

2.5S 

6.750.000 

102.00 

100.00 

3.75 

3.47 

22.500.000 

105.00 

103.00 

3.32 

4.61 

18.000.000 

101.75 

99.75 

3.76 

3.02 

30.000.000 

104.37 

104.37 

3.00 

3.58 

22.500.000 

103.00 

103.00 

3.10 

3.52 

66.582,000 

104.14 

104.14 

3.50 

2.84 

6.700.000 

100.00 

100.00 

4.00 

4.15 

32.000.000 

104.50 

102.50 

3.12 

3.79 

10.000.000 

101.00 

99.00 

4.06 

3.72 

10.962.000 

105.00 

103.00 

3.10 

5.05 

108.000.000 

104.00 

102.25 

2.87 

4.51 

30.000.000 

103.50 

101.50 

3.12 

5.60 

18.100.000 

107.50 

105.50 

3.21 

2.76 

50.000.000 

105.50 

103.50 

2.S3 

5.99 

18.594.000 

105.50 

103.50 

3.07 

3.41 

25.000.000 

104.00 

102.25 

2.85 

4.58 

38.000.000 

102.50 

100.50 

3.43 

3.30 

20.000.000 

102.00 

100.00 



6.000.000 

102.50 

100.50 

3.97 

3.22 

16.000.000 

103.00 

101.00 

3.20 

5.66 

12.600.000 

100.00 

100.00 

3.50 

3.89 

15.000.000 

101.50 

101.50 

2.90 

4.98 

46.000,000 

103.50 

103.50 

3.54 

2.89 

16.000.000 

105.00 

105.00 

3.12 

4.10 

7,500.000 

100.00 

100.00 

•••• 

mmmm 

9.500.000 

100.00 

100.00 

4.25 

2.57 

15,000.000 

105.00 

105.00 

3.10 

3.06 













































IV-C-4 

(III-A-2) 


Exhibit 


YIELDS AND COSTS ON PREFERRED STOCKS SOLD BY ELECTRIC 
AND GAS-ELECTRIC UTILITIES; 1938 AND 1939* 


— 

,-Amounts Offered- 



Average Per Annum 


Par Value 

Number of 
. Issues 

Weighted 

Unweighted 

Weighted Unweighted 

-Cost DitterentialT ~ — \ 

Weighted Unweighted 

1938 

Independents. 

.... $ 1,257,200.00 

2 

5.98% 

6.54% 

5.30% 

5.50% 

0.68% 

1.04% 

Subsidiaries. 

7,528.067.00 

4 

5.24 

5.42 

5.03 

5.18 

0.21 

0.24 

Total. 

.... $ 8,785,267.00 

6 

5.35% 

5.79% 

5.07% 

5.29% 

0.25% 

0.50% 

1939 

Independents.. 

.... $10,443,550.50 

4 

5.27% 

4.94% 

5.11% 

4.80% 

0.16% 

0.14% 

Subsidiaries. 

.... 10,953,950.00 

6 

5.23 

5.41 

5.01 

5.17 

0.22 

0.24 

Total. 

.... $21,397,500.50 

10 

5.25% 

5.22% 

5.06% 

5.02% 

0.19% 

0.20% 

1938 and 1939$ - . 

Independents. 

.... $11,700,750.50 

6 

5.34% 

5.47% 

5.13% 

5.03% 

0.20% 

0.44% 

Subsidiaries. 

.... 18,482,017.00 

10 

5.23 

5.41 

5.02 

5.18 

0.21 

0.24 

Total. 

.... $30,182,767.50 

16 

5.28% 

5.43% 

5.06% 

5.12% 

0.21% 

0.31% 


i\ on data published by the Securities and Exchange Cointnission in "Security Issues of Electric and Gas Utilities” 

(both public and private sales included). 

i l from the dilTcrence between net cost based on net proceeds to issuer after all fees and expenses, and yield to investor 

based on offering price. 

t Similar averages have been computed for 1940 issues, not here included; they do not change the relative picture. 
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Exhibit 


IV-C-5 
(III-B-1) 

INCOME ADMINISTRATION RATIOS OF INDEPENDENT AND 
i SUBSIDIARY UTILITIES; CLASSIFIED ACCORDING TO 

TYPE OF CONTROL, 1939 


Number of Companies 

(a) Common Stock Earnings as Per Cent of 

Income . 

(b) Common Dividends as Per Cent of Common 

Stock Earnings*.. 

(c) Interest Plus Preferred Dividends as Per 

Cent of Income. 100%—(a)_ 

(d) Common Stock Dividends as Per Cent of 

Income . 

(e) Earnings Spent for All Capital as Per 

Cent of Income (c) -f- (d)- 

(f) Earnings Retained as Per Cent of Common 

Stock Earnings* 100%—(b)_ 

(g) Earnings Retained as Per Cent of Income 

100%—(e)_ 


Independent 

Companies 

Holding Company 
Subsidiaries 

Total 

67 

221 

288 

50.5 

42.6 

44.4 

69.2 

54.9 

57.9 

49.5 

57.4 

55.6 

38.2 

30.8 

32.5 

87.7 

88.2 

88.1 

30.8 

45.1 

42.1 

12.3 

11.8 

11.9 


* Average computed excluding 22 companies neither earning nor paying common stock dividends; 
10 independents and 12 subsidiaries. 

Source of Data: Moody’s 1940 Manual of Public Utilities. 
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IV-C-6 Exhibit 

(III-C-2) 

DETAILS OF HOLDING COMPANY ADVANCES TO SUBSIDIARIES: 1939-40 


i 


i 


i 


i 


HC Act 
Release 
No. 

Datel 

1393 

1/ 6/39 

1462 

3/ 7/39 

1471 

3/21/39 

1497 

4/17/39 

1533 

5/17/39 

1535 

5/17/39 

1570 

6/12/39 

1577 

6/ 9/39 

1601 

6/26/39 

1633 

7/18/33 

1636 

7/18/39 

1647 

7/24/39 

1648 

7/24/39 

1701 

8/2S/39 

1705 

8/30/39 

1741 

10/ 4/39 


1766 

10/30/39 

1809 

11/30/39 

1810 

11/30/39 

1825 

12/ 7/39 

1843 

12/30/39 

1854 

12/28/39 


Parents 


Subsidiary 


Amount-" 


1939 


Southern Union Gas Co. 

New England Public Service Co. 

Northern States Power of Minn. 

44 44 u a 44 


Southwestern Electric _ 

Inland Power & Light. 

Standard Gas & Electric. 

United Public Utilities. 

American Gas & Elecrtic. 

Continental Gas & Electric. 

Washington & Rockville Ry. 

American Utilities Service Co.. 

a << « « 

Cities Service Power & Light... 
American States Utilities Corp 

Minneapolis General Electric... 


41 44 44 


American Power & Light. 

New England Public Service Co. 

Northern Natural Gas. 

ii 44 44 

North American Co. 

Peoples Light & Power Co. 

Commonwealth Southern Corp. 


Arkansas Western Gas. i 

Central Maine Power Co.. 

Northern States Power of Wis. 

44 44 44 44 44 

Kansas Utilities. 

Missouri Utilities. 

Texas New Mexico Utilities..... 

Michigan Public Service.. 

Mountain State Power.. 

Dakota Public Service Co. 

Indiana & Michigan Electric. 

Iowa-Nebraska Light & Power. 
Braddock Light and Power. 

Petoskey Gas Co.. 

Minnesota Utilities Co.. 

Public Service Co. of Colorado. 
Edison Sault Electric Co. 


St. Croix Falls Wis. Improvement. 

I 

St. Croix Falls Minn. Improvement 

Portland Gas and Coke.. 

Central Maine Power Co. 


{ 


Peoples Natural Gas. 

Argus Natural Gas... 

Wis.-Mich. Power Co. 

California Public Sendee Co. 
Consumers Power Co. 


$ 125,000.00 

500.000.00* 
16.9SO.OOO.OO 
4.447,200.00 
2,511,905.25 

1,250.000.00' 

210.500.00 

6.947,292.00° 

300.165.00 

2.000,000.00 

2.000,000.00 

50.000.00 

1.900.00 

160.000.00 

102 . 000.00 

2.190.000.00 

60,000.00 

1,500.000.00 

277.000.00 

271.000.00 

379,000.00 

258,000.00 

600.000.00 

500.000.00 4 

1,000.000.00 

10.000.00 

540,000.00 

40.000.00 

200.000.00 

62.000.00 13 

3.524.187.50 


-Consideration Given- 

By Parent 


By Subsidiary 


■> 


Bonds cancelled. Preferred stock 

Open account discharged. Common stock 

44 44 44 44 44 


Preferred stock cancelled. 
Bonds cancelled. 


Capital assets_ Bonds 

U 44 «, 

Open account discharged . Common Stock- 

Preferred stock cancelled 7 .... “ “ 

Cashs . “ “ 

44 4* 44 44 44 

44 <4 44 44 44 

Open account discharged®. . 

Bonds cancelled. Common stock 


Cash . 

Bonds cancelled. “ “ 

Cash . “ “ 

Bonds cancelled . “ “ 

Assets—securities of a sub. 10 “ “ 

Bonds cancelled 11 . “ “ 

Bonds cancelled 11 _ “ “ 

Open account discharged. “ “ 

Cash . 

Open account discharged. “ “ 

Income note surrendered 12 .... “ “ 

“ “ “ 12 ... Bonds 

Cash 12 . 

44 44 44 44 

Common stock 

Open account discharged. “ “ 

Cash. 
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IV-C-6—continued (1940) - 


Exhibit. (continued) 


HC Act 


Release 

No. 

Date! 

Parents 

1863 

1/ 3/40 

N. Y.-Pa.-N. J. Utilities.... 

1916 

2/ 7/40 

North Continent Utilities. 

1917 

2/ 7/40 

Eastern Shore Public Service Co. 

1921 

2/ 9/40 

United Light & Power. 

1922 

2/ 9/40 

44 44 44 44 

1934 

2/20/40 

Utility Service Co. 

1965 

3/ 5/40 

Middle West Corp.. 

1970 

3/11/40 

American Gas & Electric. 

44 44 44 44 

1971 

3/11/40 

Cities Service Power & Light. 

19S6 

3/19/40 

Continental Gas & Electric Corp. 

1995 

3/28/40 

United Light & Power Co. 

2000 

1/ 2/40 

44 44 44 44 44 

2007 

4/ 8/40 

United Public Utilities Corp. 

2014 

4/15/40 

New England Gas & Electric. 

2017 

4/17/40 

44 44 44 44 44 

2025 

4/24/40 

Walnut Electric & Gas Corp. 

2026 

4/24/40 

North American Co. 

2037 

4/30/40 

Central & Southwest Utilities. 

2067 

5/23/40 

Central States Edison Inc. 

2068 

5/23/40 

North American Co. 

2071 

5/24/40 

Consolidated Electric & Gas. 

2080 

5/31/40 

Columbia Gas & Electric. 

2081 

6/ 3/40 

Southeastern Electric & Gas. 

2117 

6/17/40 

New England Gas & Electric Ass’n 

2128 

6/24/40 

United Light & Power. 

44 44 44 44 

2163 

7/10/40 

44 44 44 <4 

North Continent Utilities. 

2186 

7/24/40 

Columbia Gas & Electric. 


it it it it 


it it 44 »i 


Subsidiary 


1940 

Owcgo Gas Corp. 

Great Northern Utilities.— 

Eastern Shore Public Service of Mary¬ 
land . 

Eastern Shore Public Service of Virginia 

Peoples Light Co..— 

Iowa City Light & Power Co... 

Marion Reserve Power Co... 

Kentucky Utilities..... 

Appalachian Electric Power. 

Ky. & W. Ya. Power Co... 

East Tenn. Light & Power. 

Panhandle Power & Light. 

La Porte Gas & Electric Co... 

Ottumwa Gas Co..'. 

Indiana-Ohio Public Service... 

Kittery Electric Light.'. 

Provincctown Light & Power. 

Oklahoma Electric & Water Co... 

Wis. Electric Power. 

Southwestern Gas & Electric... 

Sedan Gas Co... 

! 

St. Louis County Gas Co. 

Roanoke Gas Co.,1_ 

Hamilton Sendee Co. 

South Carolina Electric & Gas... 

Cape & Vineyard Electric Co. 

Fort Dodge Gas & Electric Co. 

Peoples Light Co. 

Peoples Power Co... 

Great Northern Utilities Co.„ 

Manufacturers’ Light & Heat... 

Manufacturers’ Gas Co.... 

Penn. Fuel Supply Co.--- 


Amount3 

t - Consideration G 

By Parent 

riven- -^ 

By Subsidiary 

81,600.00 


Common stock 

90.000.00 

44 


126.800.00 14 

44 

Common stock 

158.700.00 14 

Open account discharged. 

44 44 

15.610.00 14 

Cash . 

* Bonds 

125.000.00 

44 

Open account debt 

100.000.00 

44 


910,100.00 

Preferred stock cancelled. 

Common stock 

500.000.00 

Cash . 


1,200.000.00 

44 


250,000.00 

44 

Open account debt 

271.000.00 

Open account discharged. 

Common stock 

330.000.00 

Cash ... 


130,000.00 

44 


80,000.00 

44 


10.000.00 

44 

Open account debt 

20,000.00 

44 

« « « 

22.500.00 

44 

« 44 44 

6,537.50 

44 

••• •• ••*•••■ ■•■v*aa*aaaa>aa«a.aaaaaaaa..aa 

Bonds 

2.000.000.00 15 

Preferred stock cancelled. 

Common stock 

1.300.000.00 

Cash .. 

44 44 

8,500.00 

44 

44 44 

80,000.00 

Open account discharged. 

44 44 

1,020,000.00 

Cash . 

44 44 

118.815.00 

Guarantee of payments 16 . 


50,000.00 

Cash . 

Open account debt 

500,000.00 

Subordination of debt 17 . 


150.000.00 

Cash . 

Open account debt 

100.000.00 

44 

Bonds 

475,000.00 

44 

44 

250.000.00 

44 

44 

40.000.00 

44 


536.663.00 

44 

Bonds 

1,100,000.00 

44 

44 

150.592.00 

44 

44 
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IV-C-6—-continued (1940) 


HC Act 
Release 

No. Date! Parent? Subsidiary 


2187 

2188 
2189 
2253 
2261 

2267 

2270 

2323 

2329 

2346 

2367 

2370 

2385 

2386 

2399 

2409 

2430 

2448 


7/24/40 Federal Water Service Corp. 

u *4 u a 

7/27/40 Southeastern Electric & Gas. 

it 44 t< 44 

7/25/40 American Utilities Service Corp. 

44 a ti ti 

8/23/40 General Public Utilities Inc. 

u u a u 

8/26/40 Monongahela West Penn. Public 

Service Co. 

8/28/40 Central U. S. Utilities. 

8/31/40 American Utilities Service. 

10/ 9/40 Federal Water Sen-ice Corp. 

•4 44 44 44 

10/17/40 Consolidated Electric & Gas Co. 

44 44 44 44 

10/25/40 Inland Power & Light. 

11/ 2/40 North American Co. 

11/ 7/40 Central States Power & Light. 

44 44 44 44 44 

11/19/40 National Gas & Electric Corp. 

11/20/40 Cities Sen-ice Power & Light. 


11/30/40 Citizens Utilities Co. 

12/ 7/40 New England Gas and Electric 
Assoc. ...... 

12/14/40 American Gas & Electric. 

44 44 44 44 

12/27/40 Peoples Light & Power Co.. 

Total Transactions Accounted for. 


Chattanooga Gas Co. 18 - 

“ “ “ 18 

Florida Public Service Co. 


La. Public Service Corp, 

Wis. Southern Gas Co. 

Gulf Public Service Co... 

44 44 44 44 


West Maryland Power_ 

Union Gas & Electric Co. 

Minnesota Utilities Co. 

Alabama Water Sen-ice Corp. 


The Salem Gas Light Co. 

44 44 44 44 44 

Michigan Public Sen-ice Co. 

Wis. Mich. Power Co.. 

Central States Power & Light of; Okla. 

Central Light & Power. 

National Utilities Co. of Mich. 

Danbury & Bethel Gas & Electric Light 

44 44 44 44 44 44 44 

Public Utilities Calif. Corp... 

Provincetown Light & Power. 

Appalachian Power Co. 

44 44 44 

California Public Service Co. 


Exhibit 


(continued) 


, -Consideration Given- 

Amount? By Parent By Subsidiary 


$ 500,000.00 

Preferred stock cancelled. 



1,511,922.08 

Debt cancelled . 



642.500.00 

Cash . 



357,500.00 

Open account discharged.... 



50,000.00 

Cash . 

Common 

stock 

162,500.00 

4* 

44 

44 

4,013,000.00 

Bonds cancelled . 

44 

44 

948,784.00 

Open account discharged.... 

44 

44 


35,000.00 Cash . .. 

173.000.00 “ . . 

130,000.00 “ . Common stock 

500,000.00 Open account discharged.... .. 

364,352.94 Bonds cancelled . Preferred stock 

24,684.00 “ “ . . 

8,133.12 Open account discharged 19 .. . 

620,134.24 Bonds cancelled . . 

575.000.00 “ “ . Common stock 

463.241.89 Open account discharged.... . 

164,476.80 “ “ “ .... . 

525.000.00 20 Bonds cancelled . Common stock 

379.000.00 “ “ . 

29,040.00 Open account discharged 21 .. “ “ 

100,000.00 Cash . . 


280,000.00 Open account discharged.... Common stock 

13,656,625.24 22 “ “ “ .... . 

17.013.848.29 22 Preferred stock cancelled. . 

145,000.00 Cash . Common stock 


$104,677,309.85 
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Exhibit. (footnotes) 


IV-C-6 (footnotes) 


Footnotes 

1. Date of Holding Company Act Release. Where the finding and opinion of 
the Commission and the order are released separately the date of the 
former is used. 

2. The immediate contributor of funds is given, even though the funds were 
actually received from a more remote parent. 

Date of approval governs date given for reorganization plans, provided 
that there is sufficient evidence that the plan approved was put into effect 
during the period observed. 

3. Amounts are given gross, exclusive of expenses incidental to the trans¬ 
action. 

Where debt is exchanged for stock, the principal amount of debt cancelled 
governs the amount. 

Where preferred stock is exchanged for common, the par on stated value 
of the preferred stock is determining unless otherwise indicated. 

In case of advances, the maximum authorized is recorded, although the 
actual advance might have been less. 

4. The exchange for common stock was apparently contemplated at the time 
the cash advances for construction purposes were made. The common 
stock was first to be offered to public holders of old common and 6 per 
cent cumulative preferred stock at $100 a share in accordance with their 
preemptive rights, the proceeds from any stock thus absorbed to be 
tendered to New England Public Service Company. The maximum por¬ 
tion of stock to be thus offered is 3.7 per cent, and in view of the high 
offering price and the past experience with similar transactions, the 
amount expected to be taken is negligible. 

5. An involved transaction whereby a loan by the Reconstruction Finance 
Corporation to Community Power and Light Company was used in part 
by the latter to lend $1,250,000 to its subsidiary. Southeastern Electric 
Company, which used the funds to construct facilities to be sold to three 
subsidiaries for their notes. The transaction was not broken down between 
the three subsidiaries since the total of the individual loans authorized 
exceeded the authorized aggregate maximum. 

6. Part of a reorganization plan. 

7. Securities relinquished arc those of two predecessor companies, merged 
to form Dakota Public Service Company. 

8. Although superficially a cash transaction, the proceeds were to be used, 
according to agreement, to retire debt owed the parent. This is a part 
of a plan approved in which bonds and notes were to be issued publicly 
in order to retire bonds held by the parent—with the result that the 
parent company’s cash position was improved by the transaction. 

9. An income note of $23,500 was accepted in full payment of an open account 
of $25,400. 

10. The transfer of all securities of two subsidiaries to a third in exchange 
for the common stock of the latter. The net assets of the two subsidiaries 
after books are adjusted to original cost basis determine the amount 

11. Actually the Minnesota Company paid its bonded debt of $650,000 held 
by the parent. Minneapolis General Electric, by issuing $379,000 of its 
own stock and $271,000 of the stock of the Wisconsin Company which it 
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Exhibit. (footnotes concluded) 

IV-C-6 (footnotes concluded) 


had acquired in discharging an open account indebtedness of the Wisconsin 
Company. The same result could have been achieved had the Wisconsin 
Company in consideration of the discharge of its own debt to the Minnesota 
Company assumed $271,000 of the bonded debt of the latter and then issued 
its common stock direct to Minneapolis General Electric in payment of 
the assumed debt. Since the various transactions are but part of a single 
plan, the method of achieving the desideratum outlined above shall be 
assumed to have occurred as being more susceptible to our mode of 
description. 

12. One single transaction arbitrarily broken down. An income note of 
$1,010,000 was cancelled and $540,000 in cash paid for $550,000 of bonds 
and $1,000,000 in stock of the subsidiary. It is hardly conceivable that 
the exchange of an income note for bonds with a fixed interest charge 
would have been approved if passed upon separately. 

13. Part of an approved plan to refund the debt and to reclassify the stock 
of California Public Service. The net effect of the plan is to reduce the 
part played by the parent in financing California by using the proceeds 
from a bond issue sold to insurance companies to pay a bonded and open 
account indebtedness owed to Peoples Light & Power Company. 

14. fssues approved were much larger, but the difference was used to refund 
previously existing debt to parent. 

15. North American Company also received 58,710 shares of common stock 
in addition to 58.710 shares of new 4J/ per cent preferred in exchange for 
5S.710 shares of old 6 per cent preferred. Since the par value of preferred 
stock outstanding was unchanged from this transaction, the additional 
common stock was not included in the totals. 

16. Guarantee of payments for construction work for the benefit of Roanoke 
Gas Company. 

17. An agreement of Southeastern Electric and Gas Company to subordinate 
all debt owed by its subsidiary South Carolina Electric and Gas Company 
to a note of the latter for $500,000 to be held by the President and 
Directors of the Manhattan Company. 

IS. Part of a transaction whereby Chattanooga Gas Company becomes a 
subsidiary of Federal Water Service Company. 

39. Accrued interest on notes relinquished. 

20. Part of merger of National Utilities Company of Michigan with Michigan 
Fuel Light Company. The bonds of the latter were surrendered for 
common stock of the former. Also an unstated amount of debt of Michigan 
Fuel Light Company was forgiven. 

21. Accrued interest on bonds relinquished. 

22. Although stated as a cash contribution, it was understood that the cash 
would be used to retire the securities held by the parent 

Preferred stock valued at cost to American Gas & Electric Company. 
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SUMMARY OF SUBSIDIARY FINANCING BY HOLDING 
COMPANIES: 1939-40; CLASSIFIED BY TYPE 

OF ADVANCE 


Common* * * § Stock Purchases: 

Cash . $ S.135.5S7.50 

Other assets given. 277,000.00 

Funded debt exchanged. 16,928,905.25 

Open accounts discharged!. 27.014.816.00 

Preferred stock exchanged. 7,657,465.00 

Capital Contributions 

Cash contributions . 3.420.500.00 

Funded debt surrendered. 2,156,740.32 

Open accounts forgiven. 15,151,877.05 

Preferred stock surrendered. 17,513,848.29 


Total residual equity increase. 


Bonds retired in exchange for preferred stock 


Credit Advanced: 

Cash purchase of funded debt. $ 4,094,902.50 

Other assets given for funded debt. 5SO.OOO.OO 

Cash advances on open account!. 627.500.00 


$ 98,256,739.41 
489,352.94 


5,302,402.50 


Miscellaneous Transactions : 

Income note retired in exchange for bonds§. 10,000.00 

Guarantee of debt. 118,815.00 

Subordination of old debt to new. 500,000.00 

Total holding company financing. $104,677,309.85 


* The transactions here summarized are listed in detail in Schedule III. 

f $6,947,292 represents an open account discharged in reorganization of debtor, hence not a 
wholly voluntary transaction. 

t See footnote page 3. A contribution of $1,900 was reported in 1939 and hence included. ! 
Otherwise amounts restricted to contributions and loans after January 23, 1940. 

§ Part of another transaction. Otherwise it would have been ignored. 
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of receiving dividends depend on the corporation’s ability 
to meet all interest payments with enough left over to pay 
the preferred dividends. Just as in the case of bonds, 
there is a demonstrable sharp drop in preferred stock 
prices when the overall earnings coverage becomes less than 
1*4 or 2 times. (See, for example, Charts 21, and following 
in the publication of the Federal Communications Commis¬ 
sion to which I have just referred.) 

In addition to the “times interest earned” and “times 
interest and preferred stock dividends earned” ratios, my 
analysis also takes cognizance of another concept for test¬ 
ing the quality of investment in utility bonds and preferred 
stocks, namely, the amount of operating revenues remain¬ 
ing after the payment of bond interest and preferred stock 
dividends, respectively. Because the “times coverage” 
measures are based on but two variables, namely, the oper¬ 
ating income and interest and dividend charges, they fail 
to express completely the ability of an issuer to meet its 
obligations. To illustrate, high coverage of interest require¬ 
ments may either be the result of low ratio of income to 
gross revenue and a very small amount of debt, or of high 
ratio of income to gross revenue and a greater amount of 
debt. Therefore, considerable significance, from the point 
of view of investor protection, is attached to a measure 
which expresses the extent to which gross revenues may 
decline, or, to express it differently, the extent to which the 
volume of business may be reduced, before there is danger 
of default in payment of interest or preferred stock divi¬ 
dends. Hence, as a second test or measure of protection 
to investors and as a supplement to the times coverage 
factor, I have used the factor of the average balances of 
gross revenue remaining (1) after all interest charges and 
(2) after all interest charges plus preferred stock dividends. 

As a third test of the quality of investor protection, I 
have used the amount of income, that is, operating profits, 
remaining for the common stock equity after payment of 
all prior charges. 'While this factor is itself obviously 
affected by the amounts of earnings, interest, and preferred 
dividends, it tends to reflect a significantly different view 
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of the same elements. This is so because it serves to isolate 
for observation the amount of profits left over after satis¬ 
faction of all claims prior to common stock, that is, the 
amount of earnings available for management to administer 
for the benefit of all security holders by using it according 
to its best judgment. Whether in a particular case, the 
dictates of management are sound or unsound, the admin- 
istrable amount of profits is significant because it repre¬ 
sents the available funds which can be used to improve the 
protection of prior claim security holders if the management 
so desires. 

Q. In connection with the study we are now discussing, 
have you caused to be prepared a table entitled “Investor 
Protection Ratios for Independent and Subsidiary Utili¬ 
ties, Classified According to Type of Control, 1939”? 
A. Yes. 

(Have Exhibit IV-D-1 marked Exhibit . for 

Identification.) 

Q. Was Exhibit . for Identification (IV-D-1) pre¬ 

pared by you or under your supervision? A. Yes. 

Q. Do you believe the data set forth thereon to be 
accurate? A. I do. 

Q. Please describe Exhibit . for Identification 

(IV-D-1). A. It is a table showing various ratios for the 
year 1939 in respect of two groups of utilities, namely, a 
group of independent utilities, and a group of holding com¬ 
pany subsidiaries. The table shows in respect of the bonds 
and preferred stocks of each of said groups, the average 
number of times bond interest has been earned, the average 
percentage of gross revenue remaining after payment of 
bond interest, the average number of times the bond interest 
plus preferred stock dividends have been earned, the aver¬ 
age percentage of gross revenue remaining after payment 
of both bond interest and preferred stock dividends, and 
the average ratio of common stock earnings to total income. 

Q. I note that Exhibit.for Identification (IV-D-1) 

does not appear to cover all the 636 operating utilities 
which constitute the entire sample on which your major 
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i Q. “Will you now turn to the fourth section of your 
first major group of studies, namely, that designed to show 
the relationship between the character of control over oper¬ 
ating utilities and the protection of investors in such utili¬ 
ties. First, please state whether you think it is possible 
to measure statistically the relative protection afforded to 
investors in different groups of utilities. A. In my opinion 
it is when there are a sufficient number of utilities in the 
sample on which comparisons may be based. 

Q. What bases of comparison did you select for meas¬ 
uring protection of investors in operating utilities? A. 
Investors in corporate securities are primarily interested 
in two characteristics of their investment, namely, safety 
of principal and certainty of income. Protection of their 
interests implies, therefore, assurances that these qualities 
will be maintained; and when the question is raised whether 
one company or group of companies affords greater “inves¬ 
tor protection” than another, it is, in effect, the question of 
degree of safety of principal and certainty of income that 
is involved and is to be compared. This is particularly true 
when one is considering utility bonds and preferred stocks 
in respect of which the investment contracts are normally 
drawn on a non-participating basis, thus limiting the inves¬ 
tor to fixed returns with little or no opportunity for appre¬ 
ciation in principal value. 

Q. You mentioned utility bonds and preferred stocks. 
Poes your study extend to the relative protection accorded 
to investors in utility common stocks? A. No, I have not 
attempted to cover that angle. A consideration of the 
elements contributing to the value of common stocks involves 
additional factors, such as the opportunity for appreciation 
in value. There is little point to making comparisons 
between the protection afforded to investors in common 
stocks of independent utilities and that afforded to inves¬ 
tors in common stocks of holding company subsidiaries 
because common stocks of holding company subsidiaries 
are, of course, largely held by holding companies and are 
not directly available to investors. 
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Q. Will you state the manner in which you have under¬ 
taken to compare “safety of principal and certainty of 
income” as between holders of bonds and preferred stocks 
of independent utilities, on the one hand, and holders of 
bonds and preferred stocks of holding company subsidiaries, 
on the other hand ? A. An accepted measure of investment 
quality in bonds consists of the “times interest earned” 
ratio; that is to say, the number of times the annual bond 
interest requirements of an issuer are covered by the 
annual earnings of the issuer. This concept can be used to 
measure both the quality of safety of principal and the 
quality of certainty of income, because a bond whose inter¬ 
est payments are assured by adequate coverage is, by the 
same token reasonably assured of payment at maturity; 
either there is sufficient value to meet the maturity directly, 
or it can be refinanced with minimum difficulty. The ade¬ 
quacy of this measure, subject to certain qualifications and 
supplementary tests which I shall mention later, has many 
times been demonstrated and its common acceptance is 
evidenced by the fact that, within certain limits, investors 
themselves express their ideas of value in correlation with 
the interest coverage factor. It is well known, for instance, 
that investors pay less for bonds as the interest coverage 
decreases and that there is a sharp upturn in bond yields 
when utility bond interest is earned less than 2 2 /> or 3 times. 
(In support of this statement I refer to Chart 10, p. 114, of 
a publication of the Federal Communications Commission 
under date of June 15, 193S, entitled, “The Problem of the 
‘Rate of Return’ ”.) This refusal of the investor to pay as 
much for a bond whose interest is earned less than 2 1 /*> or 
3 times as he will for a bond whose interest is earned more 
than 2 1 /> or 3 times is the investor’s practical answer to the 
implied increase in risk of income and principal that comes 
with smaller interest coverage. 

In a similar fashion, the overall annual earnings cover¬ 
age of interest and preferred dividends is used to measure 
the risk, or adequacy of protection, affording preferred 
stockholders. They stand next in the income stream after 
the holders of interest bearing securities, and their chances 
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of receiving dividends depend on the corporation’s ability 
to meet all interest payments with enough left over to pay 
the preferred dividends. Just as in the case of bonds, 
there is a demonstrable sharp drop in preferred stock 
prices when the overall earnings coverage becomes less than 
IV 2 or 2 times. (See, for example, Charts 21, and following 
in the publication of the Federal Communications Commis¬ 
sion to which I have just referred.) 

In addition to the “times interest earned’’ and “times 
interest and preferred stock dividends earned” ratios, my 
analysis also takes cognizance of another concept for test¬ 
ing the quality of investment in utility bonds and preferred 
stocks, namely, the amount of operating revenues remain¬ 
ing after the payment of bond interest and preferred stock 
dividends, respectively. Because the “times coverage” 
measures are based on but two variables, namely, the oper¬ 
ating income and interest and dividend charges, they fail 
to express completely the ability of an issuer to meet its 
obligations. To illustrate, high coverage of interest require¬ 
ments may either be the result of low ratio of income to 
gross revenue and a very small amount of debt, or of high 
ratio of income to gross revenue and a greater amount of 
debt. Therefore, considerable significance, from the point 
of view of investor protection, is attached to a measure 
which expresses the extent to which gross revenues may 
decline, or, to express it differently, the extent to which the 
volume of business may be reduced, before there is danger 
of default in payment of interest or preferred stock divi¬ 
dends. Hence, as a second test or measure of protection 
to investors and as a supplement to the times coverage 
factor, I have used the factor of the average balances of 
gross revenue remaining (1) after all interest charges and 
(2) after all interest charges plus preferred stock dividends. 

As a third test of the quality of investor protection, I 
have used the amount of income, that is, operating profits, 
remaining for the common stock equity after payment of 
all prior charges. While this factor is itself obviously 
affected by the amounts of earnings, interest, and preferred 
dividends, it tends to reflect a significantly different view 
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of the same elements. This is so because it serves to isolate 
for observation the amount of profits left over after satis¬ 
faction of all claims prior to common stock, that is, the 
amount of earnings available for management to administer 
for the benefit of all security holders by using it according 
to its best judgment. "Whether in a particular case, the 
dictates of management are sound or unsound, the admin- 
istrabie amount of profits is significant because it repre¬ 
sents the available funds which can be used to improve the 
protection of prior claim security holders if the management 
so desires. 

Q. In connection with the study we are now discussing, 
have you caused to be prepared a table entitled “Investor 
Protection Patios for Independent and Subsidiary Utili¬ 
ties, Classified According to Type of Control, 1939”? 
A. Yes. 

(Have Exhibit IV-D-1 marked Exhibit . for 

Identification.) 

Q. Was Exhibit . for Identification (IV-D-1) pre¬ 

pared by you or under your supervision? A. Yes. 

Q. Do you believe the data set forth thereon to be 
accurate? A. I do. 

Q. Please describe Exhibit . for Identification 

(IV-D-1). A. It is a table showing various ratios for the 
year 1939 in respect of two groups of utilities, namely, a 
group of independent utilities, and a group of holding com¬ 
pany subsidiaries. The table shows in respect of the bonds 
and preferred stocks of each of said groups, the average 
number of times bond interest has been earned, the average 
percentage of gross revenue remaining after payment of 
bond interest, the average number of times the bond interest 
plus preferred stock dividends have been earned, the aver¬ 
age percentage of gross revenue remaining after payment 
of both bond interest and preferred stock dividends, and 
the average ratio of common stock earnings to total income. 

Q. I note that Exhibit.for Identification (IV-D-1) 

does not appear to cover all the 636 operating utilities 
which constitute the entire sample on which your major 
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studies are based. What is the reason for that? A. Of 
the 636 companies which constitute my complete sample, 
only 2SS companies publish financial statements in suffi¬ 
cient detail and have financial structures that lend them¬ 
selves to the particular analysis represented by Exhibit 

.for Identification (IV-D-1). As shown on the face 

of the table, of said 2SS companies, 60 independents and 
210 subsidiaries afford data as to bond interest coverage, 
while only 36 independents and 161 subsidiaries have pre¬ 
ferred stock in their structures. All 288 of said companies, 
namely, 67 independents and 221 subsidiaries, show admin- 
istrable profits available to common stock. 

Q. Do you regard the sample upon which Exhibit. 

for Identification (IV-D-1) is predicated as adequate? 
A. Yes. Most of the companies for which the data in ques¬ 
tion are missing are small companies. Measured by 
volume of sales, the table deals with approximately 95% 
of the entire sample of 636 companies used in my major 
studies. 

Q. Mliat types of utilities are covered by this study? 
A. It covers all electric utilities and all combined electric 
and gas utilities for which the data in question were avail¬ 
able. It does not cover exclusively gas utilities. Accord¬ 
ingly, the conclusions which may be derived from the various 
analyses apply directly only to electric utilities and those 
which may, as a larger or smaller incident of their corpo¬ 
rate existence, include gas and other incidental operations. 
It is, of course, possible that the inclusion of the so-called 
combined electric and gas companies may introduce some 
incomparability of data, but inasmuch as both independent 
utilities and holding company subsidiaries include some 
such combination units it is believed that the sample is 
more representative than it would be if the combined electric 
and gas companies were omitted, especially since the exclu¬ 
sion of these combined companies would reduce the sample 
to insignificant numbers. 

Q. Does the fact that Exhibit . for Identification 

(IV-D-1) is confined to the year 1939 affect the validity 
of the statistical conclusions indicated thereon? A. In 
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my opinion, no. Since the main object of the study is to 
establish relationships between investments in different 
groups of utilities and not to evaluate the financial status 
of the investments in any particular utility or group of 
utilities as of any particular time, a comparison of the 
factors involved for nearly any recent year or period should 
be valid. Furthermore, since the year 1939 was neither 
good nor bad in terms of general business conditions, there 
should be no untoward influences in that year which would 
spoil the reasonable effect of averages drawn from com¬ 
panies the country over. 

(Here offer Exhibit . for Identification 

(IV-D-1) in evidence.) 

Q. "What does Exhibit. (IV-D-1) show with respect 

to the relative protection afforded to bondholders of inde¬ 
pendent utilities and bondholders of holding company sub¬ 
sidiaries? A. It shows that the interest coverage is on the 
average higher in the case of independent utilities than in 
the case of subsidiary companies, the ratios being, respec¬ 
tively, 7.4 and 4.0. 

Q. What, in your opinion, is the significance of this 
difference ? A. In theory, at least, the chances of default in 
payment of interest or principal are less for independent 
utilities than in the case of holding company subsidiaries. 
The difference in the degree of such chances, however, is 
not proportionately measured by the arithmetic difference 
between the “times interest earned” figures of 7.4 and 4.0, 
respectively. 

Assume, for example, that a company’s earnings are 
such that its interest is earned 4 times. If this is the case, it 
necessarily follows that income would have to drop more 
than 75% before the company would fail to earn its interest 
charges. For a company whose interest charges are earned 
7.4 times (which is the average interest coverage for the 
independent utilities covered by my present study) it would 
be similarly true that income would have to drop more than 
86.5% to go below the interest level. Therefore, interpreta¬ 
tion of the significant difference between 7.4 times interest 
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coverage and 4 times interest coverage really involves the 
contemplation of income decreases of S6.5% and 75%, 
respectively. Knowledge of the earning characteristics of 
public utilities in general would indicate that there is little 
or xto difference in the economic possibilities on a cyclical 
basis of either of such earning declines; both are almost 
beyond the realm of possibility. If conditions should 
develop to cause a 75% drop in profits, an S6.5% drop 
would be almost equally possible. 

For contrast, consider an interest coverage of 2 times 
which needs only a 50% drop in earnings to reach the 
interest level, and a coverage of l 1 /* times which can stand 
but a 33 1 /3% reduction. 

It is this series of relationships which effectively meas¬ 
ures the risks of the investors, and as the interest coverage 
increases the added increments contribute successively less 
to the practical safety of the investment involved. For 
utilities, the significance of increased interest coverage 
beyond 3*4 or 4 times interest earned is at a minimum 
because of the economic characteristics of the industry 
which practically preclude a cyclical decrease in earnings 
as great as 75%. 

The bond market, as the reflector of investor opinions 
regarding quality and protection, bears out this reasoning. 
Market prices of bonds, when converted to a yield basis, 
show that investors think very little of increased interest 
coverage over and above 3M> or 4 times. When you con¬ 
sider, first, that long term government bonds currently sell 
on a 2 to 2M>% basis and, second, that utility bonds with 
interest coverage as low as 3 times sell on a 2%-3% basis, 
there is little room left for anything better. 

Q. To support your conclusion regarding the significance 
of tjie difference between the interest coverage ratios of 
independents and holding company subsidiaries, have you 
caused to be prepared a table entitled “Frequency Dis¬ 
tribution of the ‘Times Interest Earned’ Performance 
among Independent and Subsidiary Utilities”? A. Yes. 

(Have Exhibit IV-D-2 marked Exhibit . for 

Identification.) 
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Q. Was Exhibit.for Identification (IV-D-2) prepared 

by you or under your supervision ? A. Yes. 

Q. Do you believe the data set forth thereon to be 
accurate? A. I do. 

Q. Please describe Exhibit . for Identification (IV- 

D-2). A. It is a table showing the number and percentage 
of both independent utilities and holding company sub¬ 
sidiaries falling within each of six classifications of the 
“times interest earned” ratio, said classifications ranging 
from interest earned less than 1 l /z times to interest earned 
more than 3^ times. 

(Here offer Exhibit . for Identification (IV- 

D-2) in evidence.) 

Q. What does this Exhibit indicate with respect to the 
particular point you have been discussing? A. It shows 
that, relatively, there are fewer holding company sub¬ 
sidiaries with really poor bond issues, that is, bonds having 
an interest coverage of less than l 1 /* times, than there are 
independent utilities having really poor bond issues. 
The respective percentages are 11% and 1S%. It also shows 
that holding company subsidiaries exhibit fewer instances 
of bonds with a very high interest coverage, that is, coverage 
in excess of 3 times, than do the independent utilities—the 
respective figures being 2S% and 45%. It further shows 
that 61% of the bonds of holding company subsidiaries fall 
within the “in-between” classes or medium coverage classes, 
namely, from 1 y* times to 3 times interest coverage, whereas 
only 37% of the bonds issued by independents fall within 
said “in-between” or medium coverage classes. Accord¬ 
ingly, for whatever significance there may be in the interest 
coverage factor, it may be concluded that the independent 
utilities in general appear as having the very best and the 
very worst bond issues whereas the bonds issued by holding 
company subsidiaries are concentrated in the medium cov¬ 
erage classes. 

Q. Have you any opinion as to why, looking at the pic¬ 
ture as a whole, the average interest coverage on bonds 
issued by independent utilities is higher than that on bonds 
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issued by bolding company subsidiaries? A. Yes. It will 
be brought out in a later exhibit that approximately 40% of 
all fhe independent utilities are small companies having 
total revenues of less than $1,000,000 per annum whereas 
only 17% of the holding company subsidiaries fall in that 
category; and, further, that bonds issued by small utilities 
tend to show a higher interest coverage than bonds of large 
utilities. These facts suggest that the limited marketability 
of small bond issues mav result in fewer bonds being sold 
by small utility companies. This would result in higher 
average interest coverage for small companies, which in 
turn would lead to a higher average interest coverage for 
independent utilities since a much larger percentage of 
independent utilities are small companies. 

Q. "Will you now state what Exhibit.(IV-D-1) shows 

with respect to the average percentage of gross revenue 
remaining after payment of all bond interest charges as 
between independent utilities and holding company sub¬ 
sidiaries? A. On the score of the balance of revenues 
remaining after interest payments, there is no real differ¬ 
ence between the averages for independent and subsidiary 
utilities, the respective figures being 16.5% and 16.3%. 
This may be taken to indicate that independent and sub¬ 
sidiary utilities could on the average suffer equal declines 
in gifoss revenue, namely, 16 per cent., with no reduction 
in expenses, before interest payments would not be earned. 
Accordingly, notwithstanding the fact that, on the average, 
interest coverage on bonds of the independents is higher 
than that on bonds of subsidiaries, the financial structures 
and profit ratios of the independent utilities are such that 
after paying interest charges and operating expenses they 
have no greater percentage of revenue remaining than do 
the holding company subsidiaries. 

Q. In order graphically to illustrate the limitations upon 
the “times interest earned” ratio as a measure of protection 
to investors, and its relation to the “revenue balance” ratio 
have you prepared a chart entitled, “Comparison of ‘Inter¬ 
est Coverage’ and ‘Revenue Balance’ as Measure of Bond¬ 
holders’Protection”? A. Yes. 



1017 


IV-D—18,19,20 


(Have Chart IV-D-3 marked Exhibit _ for 

Identification.) 

Q. Was Exhibit _ for Identification (IV-D-3) pre¬ 

pared by you or under your supervision? A. Yes. 

Q. What does the chart which is now Exhibit.for 

Identification (IV-D-3) show? A. It presents a picture of 
two hypothetical companies which I describe as Company 
A and Company B, each having gross revenues of $1,000,000. 
Company A has bonds outstanding on which the interest 
is earned 7.4 times. Company B has bonds outstanding 
on which the interest is earned 4 times. The capital struc¬ 
ture and operating expenses of Company A are such that 
it has 16.5% of its revenues remaining after payment of 
operating expenses and interest charges. The capital struc¬ 
ture and operating expenses of Company B are such that 
it has 16.3% of its revenue remaining after payment of 
operating expenses and interest charges. Under these 
stated conditions, Company A’s operating income must be 
$190,781, its interest charges $25,781, its net income after 
interest charges $165,000, and its operating expenses $809,- 
219. Similarly, Company B’s operating income must be 
$217,333, its interest charges $54,333, its net income after 
interest charges $163,000, and its operating expenses $782,- 
667. It is apparent from a glance at the two bars repre¬ 
senting Companies A and B on Exhibit........ for Identifica¬ 
tion (IV-D-3) that the chances that the revenues of the 
two hypothetical companies will not be sufficient to pay their 
respective operating expenses and interest charges are sub¬ 
stantially the same even though the interest coverage for 
the bonds of Company A is nearly twice that for the bonds 
of Company B. It must, of course, be recognized in such a 
comparison as that set forth on this chart that nothing is 
implied regarding the flexibility of either company’s operat¬ 
ing expenses nor the extent to which such expenses could 
be contracted if revenue declines should occur; the chart 
is designed solely to show that, in spite of wide differences 
in interest coverage, each hypothetical company could stand 
the same decrease in revenue without having to reduce ex- 
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penses and without failing to cover interest requirements. 
The existence of this relationship between interest coverage 
and balance of revenue remaining after payment of interest 
charges is another explanation of why market reactions to 
high interest coverage on bonds is often tempered when 
expressed in bond prices and yields. 

(Here offer Exhibit . for Identification (IV- 

D-3) in evidence.) 

Q. In order to check the significance of the figures you 
have just mentioned, have you caused to be prepared a 
table entitled, “Frequency Distribution of ‘Balance after 
Interest as Per Cent of Revenue ’ among Independent and 
Subsidiary Utilities”? A. Yes. 

! (Have Exhibit IV-D-4 marked Exhibit . for 

Identification.) 

Q. Was Exhibit . for Identification (IV-D-4) pre¬ 

pared by you or under your supervision? A. Yes. 

Q. Do you believe the data set forth thereon to be accu¬ 
rate ? A. I do. 

Q. Please describe Exhibit . for Identification 

(IV-D-4). A. It is a table showing the number and per¬ 
centage of both independent utilities and holding company 
subsidiaries falling within each of six classifications of 
percentages of balance of gross revenue remaining after 
payment of all interest charges, said classifications rang¬ 
ing from less than 10% to over 30%. 

(Here offer Exhibit . for Identification 

(IV-D-4) in evidence.) 

Q. What does Exhibit. (IV-D-4) indicate with re¬ 

spect to the protection accorded to investors in bonds of the 
two groups of utilities in question? A. It shows that the 
percentages of independent utilities and subsidiary compa¬ 
nies falling within each of the stated classifications are 
closely similar, and that, therefore, based on this test, the 
protection afforded to investors by both groups of utilities in 
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question is substantially identical. It may be pointed out 
that the independent utilities show a slightly greater per¬ 
centage of companies falling in the poorest or lowest classi¬ 
fication of percentages of gross revenue remaining after 
payment of interest charges; but, in general, it may be said 
that this Exhibit indicates that, on the basis of this partic¬ 
ular test, there is no real distinction between the two groups 
of utility companies in question so far as the degree of 
excellence of their respective bonds is concerned. 

Q. Looking at all of your studies dealing with utility 
bonds, what is your general conclusion as to the relative 
degree of protection afforded to bondholders by independent 
utilities and by holding company subsidiaries? A. Xo one 
can say that as a group independent utilities afford signifi¬ 
cantly better protection to the holders of their bonds than do 
holding company subsidiaries; nor, of course, may the re¬ 
verse be said. While the figures as to the average “times 
interest earned” ratios would at first blush indicate some 
superiority on the part of bonds of independent utilities, 
when such figures are broken down and analyzed in the 
manner I have indicated, it is my opinion that no invest¬ 
ment analyst could properly conclude that the bonds of 
independent utilities as a whole tend to be better than those 
of holding company subsidiaries or that holding company 
subsidiary bondholders as a group tend to be accorded less 
protection than independent utility bondholders. 

Q. Having discussed the relative protection accorded to 
utility bondholders, I now direct your attention to that 

part of Exhibit.(IV-D-1) which deals with the relative 

protection accorded to holders of utility preferred stocks. 
First, have you anything to say as to the sample used in 
your study of what you refer to on said exhibit as “Pre¬ 
ferred Stock Protection”? A. Since this study relates to 
preferred stock, it was necessary to eliminate from the 288 
companies, with which I started my study of protection to 
investors, all companies having no preferred stock out¬ 
standing. These eliminations reduced this particular 
sample to 36 independent utilities and 161 subsidiary 
companies. The preferred stock issues of these 197 util- 
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ities, however, constitute a very large percentage of all 
utility preferred stocks outstanding. 

Q. Do you regard this sample as adequate for your 
purpose? A. It is hard to answer that question “yes” or 
“no.” The sample is hardly adequate for statistical 
treatment if the data based thereon is to be regarded inde¬ 
pendently of other studies. This applies particularly to the 
statistical instability that would be expected with respect to 
the independent utilities group which contains only 36 
companies upon which to base the average figure. When, 
however, such data are read in light of other studies and 
the conclusions to be drawn therefrom, I believe that this 
particular sample is reasonably adequate for my purposes. 

Q. What does Exhibit. (IV-D-l) show with respect 

to coverage of preferred stock dividends as between inde¬ 
pendent utilities on the one hand, and holding company sub¬ 
sidiaries on the other hand ? A. As might be expected from 
our observation of interest coverages, the average overall 
preferred dividend coverage of independent utilities is 
somewhat higher than that of holding company subsidiaries. 
Thus, it appears that the independent utilities earn on the 
average 2.4 times their combined preferred dividend and 
interest requirements whereas holding company subsidiaries 
on the average earn 1.7 times their combined preferred divi¬ 
dend and interest requirements. 

Q. What significance do you attach to the greater aver¬ 
age preferred stock dividend coverage on the part of inde¬ 
pendent utilities as indicated by Exhibit . (IV-D-l)? 

A. The significance of such greater coverage is materiallv 
affected by the lack of stability in the averages, particularly 
for the independent utilities which are only 36 in number. 
To illustrate what I mean, the higher average coverage of 
preferred dividends in the case of the independent utilities 
can be explained in part by the presence in the group of 
isolated companies with very high coverages. Thus, two 
companies alone out of the 36 companies in this group, 
Tampa Electric Company, with an overall preferred stock 
dividend coverage of 19.69 times, and Concord Electric 
Company, with an overall preferred stock dividend cov- 
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erage of 10.56 times, violently affect the average figures 
for all the independents. Had these two instances not 
occurred, the average coverage for all independents would 
have been 1.7 instead of 2.4; that is, precisely the same as 
the average for holding company subsidiaries. 

The two examples I have just given illustrate the danger 
of using a simple average to typify a group where the num¬ 
ber in the group is small and the dispersions within the 
group are considerable. They suggest the use of a fre¬ 
quency distribution to reveal the dispersion within the 
group. 

Q. In order to secure such a frequency distribution and 
to test the significance of the figures as to preferred divi¬ 
dends coverage, have you prepared a table entitled, “Fre¬ 
quency Distribution of Overall Preferred Dividend Cover¬ 
age among Independent and Subsidiarv Utilities”? A. 
Yes. 

(Have Exhibit IV-D-5 marked Exhibit . for 

Identification.) 

Q. Was Exhibit . for Identification (IV-D-5) pre¬ 

pared by you or under your supervision? A. Yes. 

Q. Do you believe the data set forth thereon to be 
accurate? A. I do. 

Q. Please describe Exhibit . for Identification 

(IV-D-5). A. It is a table showing the number and per¬ 
centages of botli independent utilities and holding company 
subsidiaries falling within each of five classifications of 
the number of times combined interest and preferred stock 
dividends have been earned, said classifications ranging 
from interest and dividends earned less than once to interest 
and dividends earned more than 2 x /z times. 

(Here offer Exhibit . for Identification 

(IV-D-5) in evidence.) 

Q. What does this table indicate with respect to the 
particular point you have been discussing? A. It shows 
that only 7% of the holding company subsidiaries had earn¬ 
ings insufficient to cover their preferred stock dividend 
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requirements whereas 2S% of the independent utilities had 
earnings insufficient to cover their preferred dividend 
requirements. 93% of the holding company subsidiaries at 
least earned their preferred stock dividends whereas this 
can be stated of only 72% of the independent utilities. The 
independent utilities show extremes of performance. Thus, 
whereas 23% of such companies earned their preferred 
stock dividends more than twice, 28% thereof failed to 
cover their preferred stock dividend requirements even 
once. In this connection, I may point out parenthetically, 
the fact that Tampa Electric Company earned its preferred 
dividends 19.69 times is small comfort to the preferred 
stockholders of 2S% of the independent utilities which 
failed to earn their preferred dividends even once. 

In the light of this table it is clear that the figures 
showing a higher average preferred dividend coverage on 
the part of the independent utilities cannot be relied upon 
as tending to prove that the position of the preferred 
stockholders of the independents is superior to that of the 
preferred stockholders of holding company subsidiaries. 
On the contrary, the present table reveals a greater uni¬ 
formity of coverage on the part of the latter. 

Q. In light of the data set forth on Exhibit . 

(IV-D-5), what is your opinion as to the significance of 

the fact that, according to Exhibit . (IV-D-1), the 

overall preferred stock dividend coverage is greater for 
independent utilities than in the case of holding company 
subsidiaries. A. In my opinion the data showing a pre¬ 
ferred dividend coverage of 2.4 times for independent utili¬ 
ties as compared with a figure of 1.7 times for holding 
company subsidiaries cannot be relied on as showing 
superior quality on the part of preferred stocks of inde¬ 
pendent utilities because the few companies comprising the 
sample and the erratic nature of their ratios make possible 
the domination of the average bv such extreme cases as 
those of the Tampa Electric Company and the Concord 
Electric Company. Moreover, as I have pointed out, 
analysis of the dividend coverage data on a frequency 
distribution basis reveals a greater uniformity of cover- 
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age among the holding company subsidiaries. Since the 
typical utility preferred stock, the income from which is 
limited to a fixed annual amount, does not benefit propor¬ 
tionately by successive increments of interest coverage, I 
am inclined to believe that the typical investor in preferred 
stocks of subsidiary companies, 93% of which earn their 
dividend requirements at least once, is actually more 
fortunately situated than the investor in the preferred 
stocks of independent companies, of which only 72% earn 
their dividend requirements. This conclusion is borne out 
by a further breakdown of the dividend coverage data as 
between utilities falling in several size classifications, to 
which I shall refer in a moment. 

Q. Will you now state what Exhibit . (IV-D-1) 

indicates with respect to the average percentage of gross 
revenue remaining after payment of interest and preferred 
dividends as between independent utilities and holding 
company subsidiaries? A. When the test of balance of 
gross revenues remaining after the payment of preferred 
dividends is observed by itself, it appears that the average 
percentage for holding company subsidiaries is slightly 
more favorable than for the independents, the respective 
figures being 10.1% and 9.2%. 

Q. In order to be in a better position to evaluate the 
significance of the figures as to average percentage of 
revenue remaining after payment of preferred dividends, 
have you prepared a table entitled, “Frequency Distribu¬ 
tion of ‘Balance after Preferred Dividends as Per Cent of 
Gross Revenue’ among Independent and Subsidiary Utili¬ 
ties”? A. Yes. 

(Have Exhibit IV-D-6 marked Exhibit . for 

Identification.) 

Q. Was Exhibit . for Identification (IV-D-6) pre¬ 

pared by you or under your supervision? A. Yes. 

Q. Do you believe the data set forth thereon to be 
accurate? A. I do. 

Q. Please describe Exhibit . for Identification 

(IV-D-6). A. It is a table showing the number and per- 
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centage of both independent utilities and holding company 
subsidiaries falling within each of six classifications of per¬ 
centages of balance of gross revenue remaining after pay- 
meiit of preferred stock dividends, said classifications rang¬ 
ing from less than 5% to over 25%. 

(Here offer Exhibit . for Identification 

(IV-D-6) in evidence.) 

Q. "What does Exhibit. (IV-D-6) show with respect 

to the relative protection accorded to investors in preferred 
stocks of the two groups of utilities under discussion? A. 
"While the data are too few and too unstable to serve as an 
absolutely sure basis of comparison, this table shows statis¬ 
tically that there is a larger percentage of independent 
utilities than holding company subsidiaries in the weakest 
or poorest classification of percentages of gross revenue 
remaining after payment of preferred stock dividends, the 
figure being 41% in the case of independent utilities and 
only 25% in the case of holding company subsidiaries. On 
the other hand, the independents have a slightly larger 
figure in the two strongest classifications, the figures here 
being 12% and S%, respectively. The result, of course, 
is that the holding company subsidiaries have the greatest 
concentration in the middle ranges, the figure being 67% 
for |the subsidiaries as compared with the figure of 47% 
for the independents in the classifications ranging from 5% 
to 20% balance of gross revenue remaining after payment 
of dividends. This table thus serves to substantiate the 
observation which I made on the basis of earnings coverage 
of preferred stock dividends to the effect that preferred 
stocks of holding company subsidiaries do not run to either 
extreme of investment quality to the same extent as do the 
preferred stocks of independent utilities. 

Q. Now, have you further broken down the figures as to 
average coverage of preferred stock dividends and as to 
average balance of revenue remaining after payment of 

preferred stock dividends, as shown on Exhibit . (IV- 

D-l) in order to assay their significance with respect to the 
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relative protection accorded to preferred stockholders by 
the two groups of utilities here involved? A. Yes. 

Q. In what manner ? A. By making a comparison of the 
average coverage of preferred stock dividends and the 
average balance of revenue remaining after payment of 
preferred stock dividends of smaller groups comprising the 
sample of 197 companies reflected on Exhibit.(IY-D-1). 

Q. In that connection, have you prepared a table entitled, 
“Distribution of Preferred Stock Protection Ratios of 
Independent and Subsidiary Utilities among Companies of 
Various Sizes (1939)”? A. Yes. 

(Have Exhibit IY-D-7 marked Exhibit . for 

Identification.) 

Q. "Was Exhibit . for Identification (IV-D-7) pre¬ 

pared by you or under your supervision? A. Yes. 

Q. Do you believe the data set forth thereon to be 
accurate? A. I do. 

(Here oiler Exhibit . for Identification (IV- 

D-7) in evidence.) 

Q. What does Exhibit . (IV-D-7) indicate with 

respect to the average coverage of preferred stock divi¬ 
dends and average balance of revenue remaining after pay¬ 
ment of preferred dividends as between independent 
utilities and holding company subsidiaries? A. This sub¬ 
sampling of the data in question by company size groups 
indicates that there is no consistent advantage accruing to 
preferred stockholders of independent utilities, whether 
the test be average dividend coverage or average balance 
of gross revenue after preferred stock dividends. In four 
out of the eight size classes, which are underlined on Exhibit 

. (IV-D-7) the holding company subsidiary preferred 

stocks appear at a significant advantage. In the other four 
classes, the independent utility preferred stocks appear to 
be the sounder ones, although the difference in their favor 
is less significant. In my opinion, it is definitely impossible 
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to establish a better performance for either group of com¬ 
panies on a statistical basis. 

Q. What does Exhibit. (IV-D-1) show with respect 

to the balance of operating profits remaining after pay¬ 
ment both of bond interest and preferred stock dividends 
as between the two groups of utilities being compared? A. 

The subdivision of Exhibit.(IV-D-1), entitled “Balance 

of Income” shows that, on the average, bond interest and 
preferred stock dividends together take about 50% of the 
income of independent companies, leaving the other 50% as 
administrable common stock earnings. By comparison, 
holding company subsidiaries use 57% of income for bond 
interest and preferred dividend payments, leaving a balance 
of 43% as administrable common stock earnings. In both 
instances, the averages indicate that on a comparative basis, 
the two groups of companies each had sizeable average 
balances of income that could be used as occasion might 

require. Moreover, as we have seen in Exhibit . 

(IV-C-5), the holding company subsidiaries were more con¬ 
servative in the distribution of residual earnings. There 
thus appear to be no differences in policy which would dis¬ 
tinguish the two groups, on the basis of conservatism, in 
overall profit distribution. 

Q. Looking at Exhibits.(IV-D-1) to., (IV-D-7), 

collectively, will you state your general conclusion with 
respect to the relationship between the character of control 
exercised over utilities and the protection to investors in 
securities of such utilities ? A. My studies suggest the con¬ 
clusion that if one were to invest in public utility securities 
at random he would have a better chance of getting a rea¬ 
sonably safe security if he made his choice from securities 
of holding company subsidiaries than if he made his choice 
from securities of independent utilities; and while he might 
have a better chance of acquiring a security with a very 
high fixed charge coverage if he made his selection from 
the securities of independent utilities, at the same time he 
would run a greater risk of getting a bond with insufficient 
interest coverage or a preferred stock with no coverage at 
all. But whatever may be the situation in that respect, I 
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am convinced that the fact that a utility is controlled by a 
holding company has no tendency to cause the securities 
of such utility to be of a less desirable character than would 
be the case if such utility were not controlled by a holding 
company, nor does control by a holding company have any 
tendency to result in less protection to the holders of the 
securities of an operating utility than would otherwise be 
the case. In other words, I think that there is no real or 
inevitable relationship between holding company control 
over utilities and the protection accorded to investors in 
the securities of operating utilities. 
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IV-D-1 
(IV-A-1) 


INVESTOR PROTECTION RATIOS FOR INDEPENDENT AND 
SUBSIDIARY UTILITIES, CLASSIFIED ACCORDING TO 

TYPE OF CONTROL, 1939 


! 

Independents 

Holding 

Company 

Subsidiaries 

Total 

Bond Protection 

Number of Companies. 

60 

210 

270 

Average Times Interest Earned. 

7.4 

4.0 

4.7 

Average Per Cent Gross Revenue Remain¬ 
ing after Interest . 

16.5 

16.3 

16.4 

Preferred Stock Protection 

Number of Companies. 

36 

161 

197 

Average Times Dividends and Interest 
Earned . 

2.4 

1.7 

1.8 

Average Per Cent Gross Revenue Remain¬ 
ing after Preferred Dividends. 

9.2 

10.1 

9.9 

Balance of Income 

Number of Companies. 

67 

221 

288 

Average Common Stock Earnings as Per 
Cent of Income. 

50.5 

42.6 

44.4 


Source of Data: Moody’s 1940 Manual of Public Utilities. 
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Exhibit . 

IV-D-2 
(IV-A-pg. 3) 

FREQUENCY DISTRIBUTION OF “TIMES INTEREST EARNED” 
PERFORMANCE AMONG INDEPENDENT AND SUBSIDIARY 

UTILITIES; 1939 


, -Independents-/—Subsidiary Companies—^ 

No. of Per Cent No. of Per Cent 

Class Interval Companies Total Companies Total 


Less than 1.5x. 11 18% 23 11% 

1.5 to 2x. 7 12 60 28 

2.1 to 2.5x. 10 17 38 18 

2.51 to 3x. 5 8 31 15 

3.1 to 3.5x. 6 10 17 8 

Over 3.5x. 21 35 41 20 

Totals . 60 100% 210 100% 


Source of Data: Moody’s 1940 Manual of Public Utilities. 
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IV-D-4 
(IV-A-pg. 6) 

FREQUENCY DISTRIBUTION OF “BALANCE AFTER INTEREST 
AS PER CENT OF GROSS REVENUE” AMONG INDEPENDENT 
AND SUBSIDIARY UTILITIES 1939 


Bal. after 

Int. Payment , -Independents-v , -Subsidiaries- 

as Per Cent of No. of Per Cent No. of Per Cent 

Cross Revenues Companies of Total Companies of Total 

Less than 10.0%. 12 20% 33 16% 

10.0 to 15.0. 15 25 56 26 

15.1 to 20.0. 12 20 63 30 

20.1 to 25.0. 14 23 34 16 

25.1 to 30.0. 4 7 18 9 

Over 30.0% . __3 __5 __6 3 

Total. 60 100% 210 100% 


Source of Data: Moody’s 1940 Public Utility Manual. 
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(IV-A-pg. 10) 

FREQUENCY DISTRIBUTION OF OVERALL PREFERRED 
DIVIDEND COVERAGE AMONG INDEPENDENT 
AND SUBSIDIARY UTILITIES 1939 


Times Interest ,-Independents- f -Subsidiaries- 

Plus Preferred Number of Per Cent Number of Per Cent 

Dividends Earned Companies of Total Companies of Total 


Less than 1.00 time. 10 2S 11 7 

1.01 to 1.50 times. 13 36 81 50 

1.51 to 2.00 times. 4 11 33 20 

2.01 to 2.50 times. 2 6 17 11 

Over 2.50 times. .7 _19 _19 12 

Total. 36 100 161 100 


Source of Data: Moody’s 1940 Public Utility Manual. 
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IV-D-6 

(IV-A-pg. 12) 

FREQUENCY DISTRIBUTION OF “BALANCE AFTER PREFERRED 
DIVIDENDS AS PER CENT OF GROSS REVENUE” AMONG 
INDEPENDENT AND SUBSIDIARY UTILITIES 1939 


Balance after Preferred 

Dividend Requirement r 1 Independents ■ N , -Subsidiaries- 

as Per Cent of Number of PerCent Number of PerCent 

Gross Revenue Companies of Total Companies of Total 


Less than 5.0%. 15 41% 40 25% 

5.0 to 10.0. 6 17 50 31 

10.1 to 15.0. 4 11 27 17 

15.1 to 20.0. 7 19 31 19 

20.1 to 25.0. 2 6 8 5 

Over 25.0% . __2 __6 __5 3 

Total. ~36 100% 161 100% 


Source of Data: Moody’s 1940 Public Utility Manual. 
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Exhibit 


DISTRIBUTION OF PREFERRED STOCK PROTECTION RA 
OF INDEPENDENT AND SUBSIDIARY UTILITIES AMONG 
COMPANIES OF VARIOUS SIZES 1939 


Total Gross 
Revenue of 
Operating Company 


Less than $250,000 . 

$250,000-$500,000 . 

$500,001-$1,000,000 . 

$1,000,001-$3,000,000 . 

$3,000,001 -$5,000,000 . 

$ 5 , 000 , 001 -$ 10 , 000,000 .... 
$ 10 , 000,001 -$ 20 , 000,000 .. 

Over $20,000,000 . 

Total Companies. 


f 

No. of 
Companies 

—Independents— -v 

Average Balance 
of Gross Rev. 
Average after Preferred 

Coverage Dividend 

No. of 
Companies 

—Subsidiaries 

Average 

Coverage 

Average Balance 
of Gross Rev. 
after Preferred 
Dividend 

4 

1.0 

4.5% 

1 

L3 

8.2% 

5 

1.2 

4.7 

3 

1.6 

13.3 

5 

4.1 

11.7 

9 

1.6 

6.7 

c 

1.3 

8.0 

41 

1.5 

7.4 

4 

6.1 

14.2 

23 

1.7 

9.6 

3 

0.9 

0.5 

37 

1.6 

10.7 

2 

1.1 

3.6 

28 

1.8 

12.1 

7 

2.8 

16.9 

19 

1.9 

13.7 

30 

2.4 

9.2% 

161 

1.7 

10.1% 


Source of Data: Mootlys 1940 Public Utility Manual. 
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Q. Having completed your description of the studies 
dealing with the relationship between holding company 
control over utilities and the objectives of the Act, I now 
direct your attention, Dr. Waterman, to the second major 
group of studies, namely, those designed to determine what 
relationship exists, if any, between the size of utilities and 
the objectives of the Act. Will you at this point briefly 
state again the general outline of this second group of 
studies. A. As in the case of the studies relating to the 
character of control over utilities, this second group of 
studies seeks to determine the relationship between the 
variable of size of operating company and four factors, 
namely, (1) the cost of electric service to consumers, (2) 
economy in the management and operation of utilities, (3) 
economy in financial management of utilities, and (4) pro¬ 
tection of investors in utilities. 

Q. In connection with the first section of this second 
group of studies, did you cause to be prepared a table 
entitled, “Weighted Average Typical Electric Bills 
Charged by Electric Utilities; Classified by Size of Com¬ 
pany, as of January 1, 1940”? A. Yes. 

(Have Exhibit V-A-l marked Exhibit . for 

Identification.) 

Q. Was Exhibit . for Identification (V-A-l) pre¬ 

pared by you or under your supervision? A. Yes. 

Q. Does it show on its face the source of the data set 
forth thereon? A. Yes. 

Q. Do you believe the data set forth thereon to be accu¬ 
rate? A. I do. 

Q. Please describe Exhibit . for Identification 

(V-A-l). A. Said Exhibit is a table which classifies the 
636 electric utilities comprising my entire sample into eight 
classifications according to the size of the utility, the size 
being measured by total electric revenues for the year 
1939. For example, the smallest size of company classifica¬ 
tion includes utilities having total electric revenues of 
over $250,000; the largest size classification includes utili- 
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ties having total electric revenues of over $20,000,000. The 
table shows, as to the group of utility companies com¬ 
prising each company size classification and as to the entire 
636 companies as a group, the weighted average typical 
bills for 25, 100 and 250 KWH of electricity, respectively. 
These average bills cover only residential electric service 
and they have been weighted according to the population 
served by each company size group in the manner I have 
previously described. The table also shows, as to the group 
of utilities in each company size classification, the popula¬ 
tion served, both in numbers and as a percentage of the 
total population, the dollar value of sales of electricity to 
ultimate consumers, and the percentage of total sales repre¬ 
sented by each group, the average population served per 
company, and the average dollar amount of sales of elec¬ 
tricity to consumers both per capita of population served 
and per company in the group. The number of utilities 
comprising each group is also shown. 

(Here offer Exhibit . for Identification 

(V-A-l) in evidence.) 

Q. What factors determined your selection of the sev¬ 
eral company size classes? A. It was desirable, of course, 
that each class should contain a sufficient number of utili¬ 
ties so that the arithmetic averages in respect thereof 
would be reasonably representative of the common per¬ 
formance of the companies in such class. I also sought to 
have a sufficient number of classes of increasing size so 
as to facilitate analysis of any trend of change which 
might be observed as an accompaniment of increasing size. 

Q. What does Exhibit.(V-A-l) indicate with respect 

to the relationship, if any, between the size of utilities and 
the cost of electric service to consumers ? A. It is apparent 
from a mere inspection of the table that customers served 
by large operating companies pay smaller bills for resi¬ 
dential electric service, at all three of the use levels here 
employed, than do customers served by small operating 
companies. In fact, the table shows that, with one exception, 
as the operating companies increase in size the electric bills 
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steadily decrease in amount. It is true that, according to 
the table, the consistent relationship between increasing 
size of company and decreasing bills appears to be inter¬ 
rupted slightly in the largest company size classification. 
That is to say, the table shows that the average electric 
bills of the companies in the very largest size classification, 
the group with total electric revenues of over $20,000,000— 
while .lower than those in the first six size groups, are 
slightly higher than the average bills of the utilities in the 
next smaller size classification, namely, the group with total 
electric revenues between $10,000,000 and $20,000,000. 
This fact, however, need not be taken as indicating that the 
definite relationship between increasing size of operating 
company and decreasing rates breaks down when the operat¬ 
ing company becomes very large in size. 

Q. How, then, do you account for the fact that on 

Exhibit . (V-A-l) the average bills of the very largest 

sized companies are somewhat higher than those of com¬ 
panies in the next smaller class? A. Although the com¬ 
panies in the largest size group number only 27 out of the 
total of 636 companies comprising the entire sample, they 
account for nearly half of the residential electric business. 
Thus, 47% of the population served by private electric 
companies is served by said 27 companies and 48% of the 
total sales of electricity by private electric companies to 
ultimate consumers originate with them. The performance 
of all the companies in the largest company size classifica¬ 
tion is influenced by the fact, which will be brought out in 
a later exhibit, that the independent utilities account for 
56% of the total population served in that size classification 
whereas in the next smaller company size class the inde¬ 
pendent utilities account for only 3% of the total popula¬ 
tion served. The relatively higher level of average bills of 
independent utilities, as compared with those of holding 
company subsidiaries in all the company size classes, but 
particularly in the two largest, when considered in the light 
of the very important influence of the independent utilities 
in the largest company size class and their almost negligible 
influence in the next smaller size class, unquestionably 
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accounts for the very slight increase in the average bills 
of all utilities in the largest company size class shown on 

Exhibit . (V-A-l). When this Exhibit . is broken 

down as between independent utilities and holding company 
subsidiaries, it is perfectly clear that the relationship be¬ 
tween increasing size of company and decreasing rates does 
not disappear when the operating company becomes very 
large in size. 

Q. Have you broken down the data set forth on this 
Exhibit as between independent utilities and holding com¬ 
pany subsidiaries’? A. Yes. 

Q. In this connection, have you caused to be prepared 
a table entitled, “Weighted Average Typical Electric Bills 
Charged by Independent Companies; Classified by Size of 
Company, as of January 1, 1940”, and another table en¬ 
titled, “Weighted Average Typical Bills Charged by Sub¬ 
sidiary Utilities; Classified by Size of Company, as of 
January 1,1940”? A. Yes. 

(Have Exhibits V-A-2 and V-A-3 marked, respec¬ 
tively, Exhibits.and.for Identification.) 

Q. Were Exhibits . (V-A-2) and . (V-A-3) for 

Identification prepared by you or under your supervision? 
A. Yes. 

Q. Do they show on their face the sources of the data 
set forth thereon? A. Yes. 

Q. Do you believe the data set forth thereon to be accu¬ 
rate? A. I do. 

Q. Please describe Exhibits.and.for Identifi¬ 
cation. A. Thev are exactlv similar to Exhibit . 

* •> 

(V-A-l), which I have already described, except that 
Exhibit.for Identification (V-A-2) is confined to inde¬ 
pendent utilities and Exhibit.for Identification (V-A-3) 

is confined to holding company subsidiaries. 

(Here offer Exhibits . (V-A-2) and . 

(V-A-3) for Identification evidence.) 
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Q. Have you also prepared a chart entitled, “Weighted 
Average Typical Electric Bills of Independent and Sub¬ 
sidiary Utilities Classified by Size of Company—January 
1, 1940”! A. Yes. 

i (Have Chart Exhibit V-A-4 marked Exhibit_ 

for Identification.) 

Q. Was this chart prepared by you or under your super¬ 
vision? A. Yes. 

Q. Do you believe the same to be accurate? A. I do. 

Q. Please describe this chart and state why it was pre¬ 
pared. A. This chart was designed to represent graphi¬ 
cally the statistical data set forth on Exhibit. (V-A-2) 

and Exhibit . (V-A-3). In light of my description of 

those Exhibits and the legends at the bottom of the chart, 
I believe it is almost self-explanatory. The bars with 
diagonal lines on the chart are replicas of the average 
electric bill data contained in tabular form on the other 
exhibits mentioned. There are eight groups of bars with 
two bars to each group, one representing the weighted aver¬ 
age bills of independent utilities and the other representing 
the weighted average bills of holding company subsidiaries. 
The eight groups of bars correspond to the eight company 
size classifications utilized in the tabular exhibits, and they 
are drawn to logarithmic scale vertically and to natural 
scale horizontally. The percentage figure under each group 
of bars indicates the proportion of the total population rep¬ 
resented by my sample which is served with residential 
electricity by the companies in such group and the width of 
the bar is proportional thereto. The bars are shaded with 
diagonal lines in such a manner as to indicate the weighted 
average bills of both independent utilities and holding com¬ 
pany subsidiaries for 25, 100 and 250 KWH of electricity, 
respectively. 

(Here offer Exhibit . for Identification 

(V-A-4) in evidence.) 







1039 


V-A—9,10,11 


Q. What do Exhibits . (V-A-2), . (V-A-3) and 

. (Chart V-A-4) indicate with respect to the particular 

point you have been discussing? A. These Exhibits fur¬ 
ther illustrate the verv definite tendency for the size of 

• « 

electric bills to decrease as the size of the operating company 
increases. The relationship between these two factors is 
clear and unmistakable, particularly as respects holding 
company subsidiaries. Some slight interruptions of the 
trend appear in the table dealing with the independent utili¬ 
ties, but the existence of the trend is clear and the inter¬ 
ruptions no doubt result from the fact that the number of 
independent utilities in some of the company size groups 
is so small as to give the average figures some element of 
statistical unreliability. 

Q. Diverting your attention momentarily from the rela¬ 
tionship of size of operating company to the cost of electric 
service and reverting to the question of me relationship 
between holding company control and cost of electric ser¬ 
vice, I would like to ask you what Exhibits.(V-A-2) and 

. (V-A-3) indicate with respect to the comparative per¬ 
formances of independent utilities and holding company 
subsidiaries as measured by average electric bills? A. 
They show- that as to all but the very smallest sized com¬ 
panies, which together represent less than 2% of the total 
sales of electricitv, consumers of electricitv consistentlv 
fare better at the hands of holding company subsidiaries 
than they do at the hands of independent utilities; that is 
to say, the average bills of the holding company subsidi¬ 
aries are uniformly lower than those of the independents. 
The consistent superior performance on the part of holding 
company subsidiaries, at all three use levels and through¬ 
out all the various company size classes—except as to com¬ 
panies in the two smallest size classes—is most striking. 
This sub-sampling of the data as to comparative average 
electric bills on the basis of size of company serves strongly 
to emphasize the conclusion which I stated earlier to the 
effect that, measured by average cost of residential elec¬ 
tric service, holding company control does not appear to 
operate to the detriment of the public. This is obvious 
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because in practically all company size groups the aver¬ 
age .bills of holding company subsidiaries are lower than 
those of the independent companies. 

Q. You will recall that Exhibit . (V-A-l), which 

deals with all utilities, shows that the trend of decreasing 
electric bills with increasing size of operating company 
appeared to be broken in the very largest company size. 
What is the bearing on that fact of the breakdown studies 
showing the average electric bills of independent utilities 
and of holding company subsidiaries in the several com¬ 
pany size groups? A. It must be borne in mind that, as I 
have just stated, independents have higher rates than hold¬ 
ing company subsidiaries throughout all size classes. The 
bearing which the breakdown studies have on the apparent 
breqk in trend of electric bills in the very largest company 
size class is that these breakdowns reveal that in that 
class the independents predominate, whereas in the next 
to the largest size class there is but one and its influence is 
insignificant. It follows that influence of the independents 
and the lack thereof in the next to the largest size class 
tends to give the appearance of a break in trend of de¬ 
creasing electric bills with size. I would like to explain 

this in a little more detail. Reference to Exhibits . 

(V-A-2) and.(V-A-3) shows that in the first five of the 

company size classes there are enough independent utilities 
and holding company subsidiaries in each class to lend 
statistical stability to the average. In the last three com¬ 
pany size classes this is not uniformly true. Thus, in the 
sixth company size class, that is, the companies having 
total, electric revenues between $5,000,000 and $10,000,000, 
there are only 5 independent utilities as compared with 52 
holding company subsidiaries; and in the seventh company 
size class, that is, the companies having total electric rev¬ 
enues between $10,000,000 and $20,000,000, there is only 1 
independent utility as compared with 44 holding company 
subsidiaries; whereas in the eighth, or largest, company 
size class, that is, the companies with total electric rev¬ 
enues of over $20,000,000, the division is about equal, 
there being 12 independent utilities and 15 holding com- 
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pany subsidiaries. It will be noted from Exhibit - 

(V-A-3) that the average bills of the holding company sub¬ 
sidiaries in the next to largest size class, that is, the compa¬ 
nies with total electric revenues between $10,000,000 and 
$20,000,000, are quite noticeably lower than those in the next 
smaller size class, and that tliev are also definitelv lower 
than the average bills of the independent utilities in the 
$10,000,000 to $20,000,000 size class. In view of the fact that 
there is only 1 independent utility in the $10,000,000 to 
$20,000,000 size class, serving 416,S40 of population, whereas 
in the same size class there are 44 holding company sub¬ 
sidiaries, serving nearly 14,000,000 of population, it is 
apparent that the low average bills for all utilities in said 
size class are almost completely accounted for by the per¬ 
formance of the holding company subsidiaries. Then it 

will be further noted in the Chart Exhibit . (V-A-4) 

that in the largest size class, the “over $20,000,000” class, 
not only are the average bills of holding company sub¬ 
sidiaries lower than the average bills of the independents, 
but also that the independents and subsidiaries share the 
field almost equally. In other words, in the “over 
$20,000,000” class there are 12 independent utilities, serving 
19,000,000 of population, and 15 holding company subsidi¬ 
aries, serving about 15,000,000 of population. It is obvious 
that the statistical influence of the independent utilities is 
relatively much greater in the largest company size class, 
the “over $20,000,000” class, than in the next smaller com¬ 
pany size class. The statistical result is that the higher 
average bill influence of the independent utilities asserts 
itself so strongly in the “over $20,000,000” size group as to 
raise the average for all companies in that group. But, as 
we have seen, when the independent utilities and the holding 
company subsidiaries are examined separately, the relation 
between decreasing electric bills and increasing size of 
operating companies persists even in respect of the largest 
company size groups. 

Q. Looking at all your studies as to the relationship 
between size of operating company and the amounts that 
consumers pay for electric service, what are your conclu- 
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sions? A. In my opinion there is no evidence whatever 
which indicates that the cost of electric service to consumers 
increases, or tends to increase, with an increase in the 
size of operating company. In fact, the contrary appears 
to be true. The studies I have described seem to answer 
with considerable finality the oft-repeated query as to the 
effects of size. It definitely appears that large companies 
sell |electricity more cheaply than small ones, and that 
increasing size of operating company is accompanied by 
lower residential rates. From the evidence it appears that 
the consuming public, rather than suffering from service 
by large companies, is relatively better off, in terms of lower 
average bills for residential service, when served by large 
companies. 
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Exhibit 

V-A-l 

(I-B-l) 


WEIGHTED AVERAGE TYPICAL ELECTRIC BILLS CHARGED BY ELECTRIC UTILITIES; 
CLASSIFIED BY SIZE OF COMPANY, AS OF JANUARY 1, 1940 


Weighted Average Sales to 

,-Typical Bills*- s t -Population Served!-\ ,-Ultimate Consumers- s ,-Average Sales-^ 

Average Per 

Total Electric Revenue Per Cent Per Cent No. of Population Company 

of Operating Companies 25 KWH 100 KWH 250 KWH Number of Total Amount (000) of Total Companies! per Company Per Capita (000) 


Under $250,000.. $2.00 $5.17 $9.07 774,956 1.07 $ 20.7S1 1.02 208 3,726 26.82 $ 100 

$250,000-$500,000._ 1.90 4.86 8.57 740,188 1.02 I 19,487 0.95 64 11,565 26.33 304 

$500,001-$1.000.000. 1.7S 4.83 8.66 1,540,274 2.12 ! 40,829 2.00 80 19,253 26.51 510 

$1,000,001-$3,000.000. 1.69 4.51 8.08 5,630,874 7.74 ! 136,770 6.69 101 55,751 24.29 1,354 

$3,000,001 -$5,000,000. 1.57 4.46 7.88 5,068,220 6.97 143,108 7.00 54 93,856 28.24 2,650 

$5,000,001-$10,000,000,. 1.56 4.35 7.84 10,698,076 14.70 ■ 284,926 13.93 57 187,686 26.63 4,999 

$10,000.000-$20,000,000. 1.39 3.96 7.15 14,183.911 19.49 417,934 20.44 45 315,198 29.47 9.287 

Over $20.000,000. 1.45 4.07 7.39 34.124,111 46.90 981,236 47.98 27 1,263,856 28.75 36.342 

Total Companies. $1.50 $4.19 $7.55 72,760,610 100.00 $2,045,071 100.00 636 114,403 isTl $ 3,216 


* Weighted by population served, 
t According to 1930 U. S. Census. 
t Companies counted in each state in which they serve. 
Source of all data: Federal Power Commission Reports. 
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Exhibit 

V-A-2 

(I-B-la) 


WEIGHTED AVERAGE TYPICAL ELECTRIC^ BILLS CHARGED BY INDEPENDENT 
COMPANIES; CLASSIFIED BY SIZE OF COMPANY, AS OF JANUARY 1, 1940 


Total Electric Revenue 
of Operating Companies 



Weighted Average 



Served-!--^ 

Per Cent 
cf Total 

Sales to 

users- n 

Per Cent 
of Total 

No. of 
Companies^ 

Average 
Population 
per Company 


Number 

Per 

Company 

Per Capita (000) 

r 

25 KWH 

100 KWH 

250 KWH 

Amount (000) 

Under $250,000. 


$1.93 

$5.14 

$8.89 

304.127 

1.26 

$ 8,29S 

1.17 

94 

3,235 

27.28 

$ 88 

$250,000-$500,000. 


1.93 

4.85 

8.38 

211,399 

0.88 

5,044 

0.71 

22 

9,609 

23.86 

229 

$500.001-$1.000.000. 


1.83 

5.03 

8.85 

316,335 

1.31 

8.606 

1.22 

16 

19,771 

27.21 

538 

$1.000,001-$3.000.000. 


1.87 

4.88 

8.68 

931,202 

3.87 

24,746 

3.50 

21 

44,343 

26.57 

1,178 

$3,000.001-$5,000.000. 


1.62 

4.72 

8.15 

1,159,627 

4.82 

33.629 

4.76 

11 

105,421 

29.00 

3,057 

$5.000,001-$10,000,000. 


1.72 

4.52 

8.15 

1,307,045 

5.43 

41,300 

5.84 

5 

261,409 

31.60 

8,260 

$10.000.001-$20,000,000. 


1.69 

5.11 

S.57 

416,840 

1.73 

12.227 

1.73 

1 

416.840 

29.33 

12,227 

Over $20.000.000. 


1.51 

4.24 

7.65 

19,417,074 

80.69 

572.S96 

81.06 

12 

1,618,090 

29.50 

47,741 

Total Companies. 


$1.56 

$4.34 

$7.79 

24,063,649 

100.00 

$ 706,746 

100.00 

182 

132,218 

29.37 

$ 3,883 


* Weighted by population served, 
t According to 1930 U. S. Census. 
t Companies counted in each state in which they serve. 
Source of all data: Federal Power Commission Reports. 
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Exhibit 

V-A-3 

(I-B-lb) 

WEIGHTED AVERAGE TYPICAL BILLS CHARGED BY SUBSIDIARY UTILITIES; 

CLASSIFIED BY SIZE OF COMPANY, AS OF JANUARY 1, 1940 


Weighted Average Sales to 

i ,-Typical Bills*-,-Population Servedf- N ^-Ultimate Consumers-\ , -Average Sales- 

i Average Per 

Total Electric Revenue Per Cent Per Cent No. of Population Company 

of Operating Companies 25 KWH 100 KWH 250 KWH Number of Total Amount (000) of Total Companies^ per Company Per Capita (000) 


Under $250.000. $2.05 $5.20 $9.19 470,829 0.97 ! $ 12,485 0.93 114 4,130 26.51 $ 110 

$250,000-$500.000. 1.89 4.87 8.65 528,789 1.09 ! 14,443 1.08 42 12,590 27.31 344 

$500,001-$1.000,000. 1.76 4.78 S.61 1,223,939 2.51 1 32,223 2.41 64 19,124 26.33 503 

$1,000,001-$3,000,000. 1.65 4.43 7.96 4,699,672 9.65 I 122,024 8.37 80 58,746 23.84 1,400 

$3,000,001-$5,000,000. 1.56 4.3S 7.80 3,908,593 8.03 I 109,479 8.18 43 90,898 28.01 2,546 

$5.000.001-$10.000.000. 1.54 4.32 7.79 9,391,031 19.28 I 243,626 18.20 52 180,597 25.94 4,685 

$10.000.001-$20,000,000. 1.38 3.93 7.11 13,767,071 28.27 : 405.707 30.31 44 312,88S 29.47 9,221 

Over $20,000,000. 1.36 _ 3.85 7.05 _ 14,707,037 _ 30.20 I 408,340 _3051_15_ 980,469 _2776_ 27,223 

Total Companies. $1.47 $4.11 $7.43 48.696,961 100.00 '$1,338,325 100.00 454 107,262 27.48 $2,948 


* Weighted by population served, 
j According to 1930 U. S. Census. 

} Companies counted in each state in which they serve. 
Source of all data: Federal Power Commission Reports. 
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Q. Will you now describe the second section of your 
second major group of studies, namely, that designed to 
show the relationship between the size of utilities and the 
economy of operation and management thereof. A. In 
conformity with the general outline which has already been 
stated, this section of the studies seeks to determine what 
relationship, if any, the factor of size of operating com¬ 
pany has to each of the same four indexes or measures of 
economy of operation and management which were used 
in the studies involving the relationship of holding com¬ 
pany control to the economy of management and operation 
of utilities, namely, (1) average typical electric bills, (2) 
average executive expense, (3) average administrative and 
general expense, and (4) management fees. I have, of 
course, already explained these four indexes or measures 
and stated why they were selected. 

Q. In connection with this particular study, have you 
prepared a table entitled, “ Management Indexes for Elec¬ 
tric Utilities; Classified by Size of Company; 1939”? 
A. Yes. 

(Have Exhibit V-B-l marked Exhibit . for 

Identification.) 

Q. Was Exhibit.for Identification (V-B-l) prepared 

by you or under your supervision? A. Yes. 

Q. Do you believe the data set forth thereon to be 
accurate? A. I do. 

Q. What were the sources of the data set forth thereon? 
A. The data were secured from the same sources as the 

data on Exhibit.(IV-B-1), which sources I have already 

described. 

Q. Please describe Exhibit . for Identification 

(V-B-l). A. It is a table which classifies the 636 utility 
companies comprising my total sample into eight classifica¬ 
tions according to the size of the company, the size being 
measured by total electric revenues for 1939. The smallest 
company size group consists of utilities having total electric 
revenues of less than $250,000 and the largest company size 
group consists of utilities having total electric revenues of 
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over $20,000,000. In establishing the size classes I followed 
the same principles which I have previously stated in respect 

of the size classes utilized on Exhibit. (V-A-l). The 

table shows, as to the group of companies comprising each 
size class, for the year 1939, the average typical bills for, 
respectively, 25,100 and 250 KWH of electricity. The table 
also classifies other groups of utilities, less than 636 in num¬ 
ber, into the same eight company size groups, and shows, 
as to each such size group, the average executive expense 
per $1,000 of revenue, the average administrative and gen¬ 
eral expense per $1,000 of revenue, and the ratio between 
average administrative and general expense and total ex¬ 
penses. The table also classifies in the same eight size 
groups those holding company subsidiaries which employ 
mutual service companies for their management, and shows, 
as to each such size group, the average management fees 
per $1,000 of revenue and the ratio between such average 
management fees and total expenses. 

(Here offer Exhibit.for Identification (V-B-l) 

in evidence.) 

Q. Have you also broken down the data set forth on Ex¬ 
hibit . (V-B-l) as between independent utilities and 

holding company subsidiaries! A. Yes. 

Q. To accomplish such breakdown have you prepared a 
table entitled 11 Management Indexes for Independent Elec¬ 
tric Utilities; Classified by Size of Company; 1939,” and a 
further table entitled, ‘ ‘ Management Indexes for Subsidiary 
Electric Companies; Classified by Size of Company; 1939”? 
A. Yes. 

(Have Exhibits V-B-2 and V-B-3 marked, respec¬ 
tively, Exhibits.and.for Identification.) 

Q. Were Exhibits . (V-B-2) and . (V-B-3) for 

Identification prepared by you or under your supervision? 
A. Yes. 

Q. Do you believe the data set forth thereon to be accu¬ 
rate? A. I do. 
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Q. What are Exhibits . (V-B-2) and . (V-B-3) 

for Identification? A. They are tables which are exactly 
in similar form to, and set forth the same type of data as 

are set forth in, Exhibit.(V-B-l), which I have already 

described, except that Exhibit . for Identification 

(V-B-2) is confined to independent utilities and Exhibit. 

for Identification (V-B-3) relates to holding company sub¬ 
sidiaries. 

(Here offer Exhibits.(V-B-2) and.(V-B-3) 

for Identification in evidence.) 

Q. In this same connection, have you also prepared a 
chart entitled, “Management Indexes of Independent and 
Subsidiary Utilities Subdivided by Size of Company— 
1939”? A. Yes. 

(Have Chart V-B-4 marked Exhibit . for 

Identification.) 

Q. Was Exhibit . for Identification (V-B-4) pre¬ 

pared by you or under your supervision ? A. Yes. 

Q. Is the data set forth thereon accurate? A. It is. 

Q. Please describe Exhibit . for Identification 

(V-B-4)? A. It is a chart which is designed to show 

graphically the data set forth on Exhibits . (V-B-l), 

and .‘(V-B-2) and . (V-B-3). The bars with 

diagonal lines represent the average typical electric bill 
data set forth in tabular form on the three other exhibits 
mentioned. The chart shows eight groups of bars which 
correspond with the eight company size classifications 
utilized on the tabular exhibits. There are two bars in 
each group, one representing the average bills of independ¬ 
ent utilities, and the other representing the average bills 
of holding company subsidiaries, for 25,100 and 250 KWH 
of electricity, respectively. It should be noted that these 
bars are of uniform width, thus indicating that the width 
of the bars as used in this chart is without significance. 

The top pair of lines on the chart, one solid line and 
one crossed line, which run across the top of the field, 
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connect the points which show the average administrative 
and general expense per $1,000 of revenue for independent 
utilities and holding company subsidiaries, respectively, as 
shown in the tabular exhibits already described. The pair 
of solid and crossed lines lower down on the chart connect 
the points which show the average executive expense per 
$1,000 of revenue for both the independent utilities and the 
holding company subsidiaries as shown in the tabular ex¬ 
hibits. The other line, drawn by dashes, connects the points 
which show average management fees per $1,000 of reve¬ 
nue for holding company subsidiaries only as shown in 
the tabular exhibit. 

(Here offer Exhibit . for Identification 

(V-B-4) in evidence.) 

Q. What does Exhibit . (V-B-l) indicate with re¬ 

spect to the relation of the size of an operating utility to 
the economy of management and operation thereof, as 
measured by average electric bills? A. The Exhibit prac¬ 
tically speaks for itself. It indicates an unbroken relation¬ 
ship between the size of operating companies and the aver¬ 
age charges for electricity. As the average size of operat¬ 
ing company increases, the average electric bill decreases. 
It is true that the decreases in the average bills as between 
certain of the size classes are relatively small; but the fact 
is that the trend persists. The conclusion seems inescap¬ 
able that economy of management and operation of utilities, 
as reflected in average electric bills, tends to improve as 
the size of operating company increases. 

Q. Is the conclusion just stated in any way affected 

when the data set forth in Exhibit.(V-B-l) are broken 

down as between independent utilities and holding company 
subsidiaries? A. That conclusion is supported by such a 

breakdown. Reference to Exhibits . (V-B-2), _ 

(V-B-3) and. (V-B-4) shows that the relation between 

increasing size of operating company and decreasing 
amount of electric bills exists both in respect of the inde¬ 
pendents and the subsidiary companies. As far as the 








1050 


V-B—6,7,7a 


subsidiaries are concerned, this relationship is completely 
consistent throughout all company size classes. A few slight 
interruptions appear in respect of the independent utilities. 
These interruptions of the trend are in nowise of such char¬ 
acter as to negative the existence of the trend and no doubt 
result from the fact that the number of independent utilities 
in several of the size groups is so small as to preclude com¬ 
plete statistical reliability on some of the size group aver¬ 
ages. 

Q. What bearing do Exhibits . (V-B-2) and . 

(V-B-3) have on the relatively small decreases in the 
average electric bills as shown by the companies com¬ 
prising the largest size class, that is the “over $20,000,000” 

class!, on Exhibit . (V-B-l)? A. The bearing which 

these Exhibits have on the relatively small decreases 
in average electric bills in the largest size class as shown 

on Exhibit . (V-B-l) is similar to the bearing of 

Exhibits.and.(V-A-2 and V-A-3) on the apparent 

break in trend of decreasing electric bills with increasing 

size,ishown in Exhibit. (V-A-l), although the data are 

compiled in a different manner and for a different purpose. 
The average bills of holding company subsidiaries in the 
two largest company size classes are very substantially 
lower than those of independent utilities in the same two 
size classes. In the next to largest size class, the 
$10,000,000 to $20,000,000 class, there is only one independ¬ 
ent company as compared with 44 holding company sub¬ 
sidiaries whereas in the largest size class, the “over 
$20,000,000” class, there are 12 independent utilities as 
compared with 15 holding company subsidiaries. Accord¬ 
ingly, the relative influence of the independent utilities, 
from a statistical viewpoint, in the largest size class is 
much greater than in the next smaller size class. This 
increased statistical influence of the independent utilities, 
which have higher average bills than the subsidiary com¬ 
panies, in the largest size class, as compared with their 
almost negligible statistical influence in the next smaller 
size class, is, in my opinion, the reason for the small de- 
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crease in the average bills of all electric companies in the 
largest size class as shown on Exhibit. (V-B-l). 

Q. Now, Dr. "Waterman, parenthetically and merely 
for the purpose of keeping the record clear, are Exhibits 

. (V-B-2) and. (V-B-3) the documents which you 

referred to earlier in your testimony and from which you 

took the data which are set forth on Exhibit. (IV-B-2) 

already in evidence? A. Yes. 

Q. What does Exhibit. (V-B-l) show with respect 

to the relation of size of operating company to economy of 
management and operation of utilities, as measured by 
average executive expenses per $1,000 of revenue? A. 
There is a very consistent and definite decrease in the aver¬ 
age executive expense per $1,000 of revenue as the size of 
operating company increases. 

Q. Is the same downward trend of expense as the com¬ 
pany size increases reflected when the average executive 

expense data set forth on Exhibit. (V-B-l) are broken 

down as between independent utilities and holding company 
subsidiaries? A. Yes. There are one or two departures 
from the trend when the average executive expense data 

are thus broken down, as shown by Exhibits. (V-B-2), 

and. (V-B-3), but such departures are not such as to 

deny the existence of the tendency and they are probably 
due to the small number of companies in the particular size 
classifications. 

Q. What do these breakdown figures show with respect 
to the comparative performances of independent utilities 
and holding company subsidiaries, as measured by this 
particular index? A. In the first six company size classifi¬ 
cations, the average executive expenses of the holding com¬ 
pany subsidiaries are very much lower than those of the 
independent utilities. In the two largest company size 
groups the independents appear to have a slight advantage, 
but there are only 12 independent utilities in both those two 
size classifications combined. It may be noted in passing 
that the average executive expense of holding company 
subsidiaries in the smallest size class is only about one-third 
of that of the independent utilities in the same size class. 
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Q. "What does Exhibit.(V-B-l) indicate with respect 

to the relationship between size of operating company and 
economy of management and operation of utilities, as 
measured by average administrative and general expense 
per $1,000 of revenue ? A. Here, again, increasing size of 
the operating company is accompanied by decreasing aver¬ 
age administrative and general expense. The differences 
as between the several company size classes are not as 
marked as in the case of average executive expense but they 
progress in the same direction. The figures, as between 
the eight company size classifications, are not in every in¬ 
stance consistent, but the tendency is undoubted, and the 
lowest average figures appear in the case of the utilities 
in the largest company size group. I might point out that 
the fact that the average administrative and general expense 
for all utilities in the smallest company size class is lower 
than that in the next larger company size class should be 

considered in the light of Exhibits . (V-B-2) and . 

(V-tB-3) which show that all five companies comprising the 

smallest company size class on Exhibit.(V-B-l) that is, 

the “under $250,000” class, are holding company subsid¬ 
iaries. In any event, the data afford no basis for concluding 
that increases in the size of operating company are accom¬ 
panied by decreasing economy in management and opera¬ 
tion as measured by the cost of general management. Such 
evidence as there is points to the contrary. 

Q. Is the same trend reflected when the data are broken 
down as between independent utilities and holding company 
subsidiaries? A. I would say yes, although reference to 

Exhibits . (V-B-2) and . (V-B-3) show there are 

some interruptions of the trend when the figures are so 
broken down. These interruptions may result statistically 
from the fact that there are so few companies in the several 
company size group samples here involved, particularly in 
the case of the independent utilities, as to give the average 
figures some element of statistical unreliability. It clearly 
appears, however, that the larger size independent utilities 
as well as the larger size holding company subsidiaries 
have average administrative and general expenses consid- 
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erably below the average for all utilities. It also appears 
that the average administrative and general expense of 
both independents and subsidiary companies in the largest 
company size class is lower than in any other company 
size class. 

Q. Diverting your attention momentarily from the rela¬ 
tion of size of operating company to economy of manage¬ 
ment and operation and reverting to the question of the 
relationship between holding company control and economy 
of management and operation, I would like to ask you what 
these breakdown figures show with respect to the compara¬ 
tive economy of management and operation as between 
independent utilities and holding company subsidiaries as 
a whole? A. Thev show that uniformlv the average admin- 
istrative and general expense of holding company subsid¬ 
iaries, in each of the eight company size classifications, is 
lower than that of the independent utilities. 

Q. What does Exhibit . (V-B-l) indicate with re¬ 

spect to the relationship of size of operating company to 
economy of management and operation of utilities, as meas¬ 
ured by average management fees per $1,000 of revenue? 
A. This index, of course, does not apply to independent 
utilities. It applies only to subsidiaries of holding com¬ 
panies which use service companies in their management. 
While this particular index is thus limited in scope, I believe 
it of some significance that the average management fees 
tend consistently to decrease as the size of the operating 

company increases. Deference to Exhibit . (V-B-l) 

shows that the average management fee remains about the 
same throughout the first three company size groups, drops 
for the next three size groups, and is still smaller for the 
two largest size groups. 

Q. On the basis of Exhibits.(V-B-l),.(V-B-2), 

.(V-B-3) and.(V-B-4), what are your general con¬ 
clusions as to the relationship between the factor of size 
of utilities and the economy of management and operation 
thereof ? A. There is no evidence that increases in the size 
of operating companies are accompanied by sacrifice in 
economy of management and operation. In fact, the evi- 
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dence is to the contrary because certain costs show definite 
tendencies to decrease as company size increases. In any 
event, it is clear that there is no basis for concluding that 
economy in operation and management, whether measured 
by external or internal indexes, tends to increase as the 
size of the operating company increases. 

I would like to state at this point that my conclusions 
are, based not on performance of operating companies as 
measured by any single one of the indexes which I have 
described but rather on the overall consistent picture that 
is presented by a consideration of all the indexes. 




V-B-l 

(U-B-l-2-3-4) 

MANAGEMENT INDEXES FOR 
CLASSIFIED BY SIZE 01 


Total Electric 
Revenue* of 
Operating Companies 

! Size Groups 


Under $250.000. 208 $107 $5.28 $913 98 $41.86 

250.001-500.000. 64 1.96 4.95 8.65 50 21.13 

500.001-1,000.000. SO 1.79 4.74 8.47 60 17.66 

1.000.001-3.000.000. 101 1.78 4.64 8.22 74 12.78 

3.000.001-5.000.000. 54 1.65 4.50 S.03 36 11.10 

5.000.001-10.000.000. 57 1.61 4.34 7.83 43 9.83 

10.000.001-20.000.000. 45 1.41 3.96 7.21 33 9.32 

Over $20.000.000. 27_U9_^95_ 7.22 25 _M5 

Total Companies. 636 $1.82 $4.78 $8.46 419 $20.12 

Per Cent of Sample by Sales. 100 100 100 99 


* Includes only those companies operating under mutual sen-ice agreements. 
Source of data: Federal Power Commission Reports. 

Moody’s Manual of Public Utilities, 1940. 


No. of 
Companies 


-Average Typical Bills- 


25 KWH 


100 KWH 


250 KWH 


Av. Executive Expense 
,—per 51,000 Rev.— s 
No. of 

Companies Av. 
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ELECTRIC UTILITIES; 
COMPANY; 1939 


Av. Adm. & 

Av. Adm. & Gen'l Expense 

Gen’l Expense as Per Cent of 

,—per 51.000 Rev.—,, ,-Total Expense 

No. of No. of 


Companies 

Av. 

Companies 

Av. 

5 

$80.53 

5 

15.50% 

54 

83.96 

54 

17.20 

62 

83.34 

61 

16.44 

76 

73.18 

74 

16.40 

39 

68.98 

39 

16.10 

43 

71.26 

42 

18.04 

33 

72.29 

33 

17.69 

25 

63.35 

25 

14.90 

337 

$75.31 

333 

16.71% 


98 98 


Exhibit 


Av. Mgt. Fees per 
, —51,000 Revenue*—> 
No. of 

Companies Av. 

Av. Mgt. Fees 
as Per Cent of 
,—Total Expense*—. 
No. of 

Companies At. 

52 

$20.99 

4 

2.17% 

27 

21.62 

26 

4.02 

34 

20.76 

34 

427 

45 

11.30 

44 

2.64 

20 

11.46 

20 

2.48 

34 

9.11 

33 

2.53 

24 

6.74 

23 

1.82 

10 

7.37 

9 

2.09 

246 

$14.89 

193 

2.95% 


98 89 
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(II-B-la-2a-3a) 


MANAGEMENT INDEXES FOR INDEPENDENT ELECTRIC UTILITIES; 
CLASSIFIED BY SIZE OF COMPANY; 1939 


Total Electric 

Revenues of 

Operating Companies 

Size Groups 





9a. 






r " 




r > 

Av. Executive 

Expense per 

t -Si.000 Rev.- N 

No. of 

Companies At. 

r 

Av. AJm. i 
General Exj 

und 

>ense 

Rev.->, 

Av. 

Av. Adm. a 
General Exp 
as Per Cent 

nd 
ense 
: of 

mse—^ 

Av. 

No. of 
Companies 

25 KWH 

100 KWH 

250 KWH 

per 

No of 
Companies 

f Total 

No of 
Companies 

Under $250,000. 

94 

$2.09 

$5.32 

$9.23 

43 

$66.43 

.... 




250.001-500,000. 

22 

2.01 

4.97 

8.56 

12 

33.86 

14 

$ 92.49 

14 

21.01% 

500,001-1,000,000. 

16 

1.81 

4.73 

8.42 

9 

26.71 

11 

108.24 

10 

21.57 

1,000,001-3,000,000. 

21 

1.95 

4.87 

8.65 

13 

17.65 

14 

78.84 

14 

19.83 

3,000,001-5,000,000. 

11 

1.71 

4.88 

8.47 

7 

13.03 

9 

85.57 

9 

20.93 

5,000,001-10,000,000. 

5 

1.83 

4.58 

8.27 

5 

22.54 

5 

75.86 

5 

17.90 

10.000,001-20,000,000. 

1 

1.69 

5.11 

8.57 

1 

5.66 

1 

83.08 

1 

15.30 

Over $20,000,000. 

12 

1.45 

4.10 

7.44 

11 

5.24 

11 

68.84 

11 

15.84 

Total Companies. 

182 

$1.96 

$5.05 

$8.82 

101 

$39.60 

65 

$ 85.83 

64 

20.24% 

Per Cent of Sample by Sales. 


100 

100 

100 

98 


99 


99 



Source of data: Federal Power Commission Reports. 

Moody’s Manual of Public Utilities, 1940. 
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Exhibit (II-B-lb-2b-3b-4b) 


MANAGEMENT INDEXES FOR SUBSIDIARY ELECTRIC COMPANIES; 
CLASSIFIED BY SIZE OF COMPANY; 1939 


r ■ lb , / 2b \ / 3b 

Av. Adm. & 

Total Electric _ Av. Adm. & Gcn’l Expense Av. Mgt. Fees 

Revenues of Av. Executive Expense Gen’l Expense as Per Cent of Av. Mgt. Fees per as Per Cent of 

Operating Companies -Average Typical Bills-\ ,—per $1,000 Rev.—^ , —per S1.0C0 Rev.— s , -Total Expense- N ,—$1,000 Revenue*— s ,—Total Expense*—, 

No. of No. of No. of No. of No. of No. of 

Size Groups Companies 25 KWH 100 KWH 250 KWH Companies Av. Companies Av. Companies Av. Companies Av. Companies Av. 


Under $250.000.1. 114 $2.05 $3.25 $9.23 55 $22.66 5 $S0.53 5 15.50% 52 $20.99 4 2.17% 

250.001-500.000,. 42 1.93 4.94 $.70 3$ 17.11 40 80.97 40 15.87 27 21.62 26 4.02 

500.001-1,000,000,. 64 1.78 4.74 8.48 51 16.07 51 77.97 51 15.43 34 20.76 34 4.27 

1,000.001-3,000.000. SO 1.74 4.58 8.10 61 11.74 62 71.90 60 15.60 45 11.30 44 2.64 

3.000.001-5,000,000. 43 1.63 4.41 7.91 29 10.63 30 64.00 30 14.65 20 11.46 20 2.48 

5.000.001-10.000,000. 52 1.59 4.32 7.78 38 8.16 38 70.66 37 18.06 34 9.11 33 2.53 

10.000.001-20.000.000. 44 1.40 3.94 7.18 32 9.44 32 71.96 32 17.76 24 6.74 23 1.82 

Over $20.000,000. 15 1.35 3.83 7.05 14 5.63 14 58.33 14 14.17 10 7.37 9 2.09 

Total Companies. 454 $1.77 $4.67 $8.32 318 $13.93 272 $72.80 269 16.02% 246 $14.89 193 2.95% 

Per Cent of Sample by Sales. 100 100 100 98 98 97 98 89 


* Applies only to those companies operating under mutual service agreements. 
Source of data: Federal Power Commission Reports. 

Moody’s Manual of Public Utilities, 1940. 
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Q. Will you now describe the third section of your sec¬ 
ond major group of studies, namely, that designed to show 
the relationship between the size of utilities and the sound¬ 
ness of their financial policies and administration? A. This 
particular section of the studies seeks to determine what 
relationship, if any, the factor of size of operating company 
bears to each of the several ratios of income administration 
which I utilized in the prior study to determine the rela¬ 
tionship of character of control over utilities to the sound¬ 
ness of the financial management thereof. 1 have already 
explained these ratios and stated why they were selected. 

Q. In your study designed to show the relationship of 

the factor of holding company control to the soundness of 

financial management vou considered not onlv these 

so-called ratios of “income administration” to which vou 

« * 

have just referred but also costs of bond money and pre¬ 
ferred stock monev and costs of raising such funds. Did 
you make any effort to determine the relationship of size 
of operating company to soundness of financial manage¬ 
ment by measuring relative costs of bond and preferred 
stock monev and the relative costs of raising the same as 
between groups of utilities of different sizes? A. Such 
efforts would have been statistically in vain. It will be 
recalled that the data on which those particular studies 
were made were limited. Therefore it would have been 
impossible to break down the data as to money costs still 
further, that is, as between groups of operating companies 
of different sizes, and still have any samples which would 
possess statistical significance. 

Q. Do you know of any studies that have been made 
pertaining to the relationship between costs of capital and 
size of issuing companies? A. There are available some 
studies prepared by the Securities and Exchange Commis¬ 
sion which deal with such costs as related to size of security 
issues and in some instances to size of issuing companies. 
These studies throw an indirect light on the question which 
I was unable to answer directly from the data at my dis¬ 
posal. 
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Q. Will you indicate tlie nature of these studies by the 
Securities and Exchange Commission and the conclusions 
therefrom? A. Reports of the Securities and Exchange 
Commission's Research and Statistics Section of its Trad¬ 
ing and Exchange Division for the years 193S-39 indicate 
a definite relationship between cost of flotation and size of 
issuer for all types of companies, with proportional costs 
declining as size of company increased. Underwritten 
bonds in 1939 showed a drop in total cost from 7.3 per cent 
for four issues of companies in the under $1,000,000 size 
group (measured by total assets) to 6.4 per cent for nine 
issues of companies in the $1,000,000 to $5,000,000 group 
and to 3.1 per cent for four issues of companies in the 
$5,000,000 to $10,000,000 group. Both bankers’ compensa¬ 
tion and expenses of issue shared in this sharp decline. For 
the larger issuer size groups the reduction was more 
gradual. Total cost amounted to 2.3 per cent for eleven 
bonds in the largest size group ($200,000,000 and over), 
with expenses showing the greatest proportional decline. 

Q. Did this phenomenon apply just to bonds or to other 
types of securities likewise? A. Chart 7 on page 24 of the 
Research and Statistics Section’s jjublication of March, 
1941, entitled 44 Cost of Flotation for Registered Securities 
193S-39” shows an even greater tendency for costs to de¬ 
cline as size of issuer increased in the case of preferred 
stocks than in the case of bonds in 1939. Costs of flotation 
for common stock in 1939 paralleled the cost record for 
preferred stock although at a higher level. These phenom¬ 
ena were confirmed by the conclusions contained in the 
Securities and Exchange Commission’s Statistical Release 
rr572, dated June 6,1941, which called attention to the 1940 
record. For that year costs for underwritten bond issues 
offered to the public declined consistently from 5.5 per cent 
for issues of companies with assets of from $1,000,000 to 
$5,000,000 to 2.1 per cent for issues of companies with 
assets of $200,000,000 or over. For underwritten preferred 
stock issues, a consistent decline from 15.5 per cent for 
issues of companies with assets of less than $1,000,000 to 
3.4 per cent for issues of companies with assets of 
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$100,000,000 to $200,000,000 was indicated. For under¬ 
written common stock the same tendency was evidenced. 

Q. You say these data apply to all companies whose 
securities have been registered with the Securities and 
Exchange Commission. Is there anv indication that thev 
apply with the same results to the securities of public utility 
companies? A. Obviously there would be an insufficient 
number of cases from which to draw conclusions regarding 
common stock issues of utilities, however, Chart 8 on page 
27 of “Cost of Flotation for Registered Securities 1938- 
39“ and table 7 on Appendix page 25 of Statistical Release 
Xo. 572 show for the years 1939 and 1940, respectively, that 
for Electric Light and Power, Gas, and "Water Companies 
the costs of flotation decreased as the size of issues 
increased. It is reasonable to expect that there would be at 
least some relationship between size of issues and size of 
issuers. Certainly the same characteristics of flotation costs 
which permit the phenomenon of decreasing costs would 
pertain equally well to industrial concerns and utility 
businesses. 

Q< In view of all of this data what is your own conclusion 
regarding the relationship between size of operating com¬ 
pany and the costs of raising capital? A. It is my con¬ 
sidered opinion that with respect to bonds and preferred 
stocks the costs of raising bond and preferred stock money 
should and do decrease as the size of issuing company 
increases. Small utilities can sell nothing but small issues, 
so the facts in the Securities and Exchange Commission’s 
reports regarding the high cost of small issues are defi¬ 
nitely applicable to such small utilities. Large utilities alone 
have the opportunity of fitting their issues to the market 
from a size standpoint and they alone can spread the 
expenses of issue over a sizable block of bonds of preferred 
stocks. There is undoubtedly some limit to these size 
economies but there is no statistical basis for establishing 
that limit. 

Q. Have you any opinion regarding the existence of a 
relationship between size of utility operating company and 
the per annum cost of utility capital on a yield basis? A. 
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Of course the factors which have just been discussed regard¬ 
ing costs of flotation will tend to lower per annum costs of 
money by increasing net proceeds to issuers as the size of 
issuer increases. Furthermore, I am satisfied that there is 
at least a tendency for the bond market to express its 
preference for bonds of large issuers and to express that 
preference in terms of higher prices, and thus lower yields, 
as the size of issuer increases. 

Q. What is the basis for such an opinion? A. Partly 
on the basis of the reasoning that large utilities in general 
tend to have somewhat less business risk because of their 
diversity of load and their lower average electric rates as 
already referred to, and partly for the reason that large 
issues of large companies are more acceptable to investors 
because of their greater marketability. This reasoning was 
recently confirmed for me by two of my graduate students 
who conducted an empirical study of twenty-four outstand¬ 
ing operating utility bond issues. Their study demon¬ 
strated by correlation methods that, over and above interest 
coverage factors which dominated the bond yields, there 
were variations in the yields closely associated with the 
size of issuer in such a way as to establish an inverse cor¬ 
relation between the vield and the size of issuer. 

•> 

Q. As part of the present study, have you prepared 
three tables, being (1) a table entitled, “Income Adminis¬ 
tration Ratios of Independent and Subsidiary Utilities; 
Classified According to Size of Company, 1939”, (2) a table 
entitled, “Income Administration Ratios of Independent 
Utilities, Classified According to Size of Company, 1939”, 
and (3) a table entitled, “Income Administration Ratios 
of Subsidiary Companies; Classified According to Size of 
Company, 1939”? A. Yes. 

(Have Exhibits V-C-l, V-C-2, and V-C-3 marked, 
respectively, Exhibits_,_and.for Identifi¬ 

cation.) 

Q. Were Exhibits _, _ and _ for Identification 

prepared by you or under your supervision? A. Yes. 
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Q. Do yon believe the data set forth thereon to be 
accurate? A. I do. 

Q. Have you previously described the source of the 
data appearing on these exhibits? A. Yes. The data 
were secured from the same sources as those set forth in 

Exhibit . (IV-C-5), which sources I have already 

described. 

Q. Please describe Exhibit . for Identification 

(V-C-l). A. It will be recalled that the study dealing with 
the relationship between holding company control over 
utilities and the soundness of their financial management 
was predicated upon a statistical sample of 2SS utilities in 
respect of which the financial data in question were avail¬ 
able! Exhibit for Identification (V-C-l) is a table 

which classifies said 28S companies into eight size of com¬ 
pany classifications, the size being measured by total gross 
revenues of the operating companies. The same eight size 
of company classifications are used as in previous exhibits. 
The table shows, as to the group of companies comprising 
each size class, for the year 193.9, the following ratios: (1) 
the ratio of common stock earnings to income, (2) the 
ratio of common stock dividends to common stock earnings, 
(3) the ratio of interest plus preferred stock dividends to 
income, (4) the ratio of common stock dividends to income, 

(5) the ratio of earnings spent for all capital to income, 

(6) the ratio of earnings retained in the business to com¬ 
mon stock earnings, and (7) the ratio of earnings retained 
in the business to income. 

Q. What are Exhibits . (V-C-2) and . (V-C-3) 

for Identification? A. They are identical in form with 

Exhibit . for Identification (V-C-l) and are merely 

breakdowns of the data set forth on said Exhibit. Exhibit 
. 1 for Identification (V-C-2) deals solely with independ¬ 
ent utilities and Exhibit . for Identification (V-C-3) 

deals solely with holding company subsidiaries. 

(Here offer Exhibits_ (V-C-l),. (V-C-2), 

i and. (V-C-3) for Identification in evidence) 
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Q. What does Exhibit . (V-C-l) indicate with re¬ 

spect to the relationship of size of operating company to 
the soundness of financial management as measured by the 
indexes which you have employed? A. There does not 
appear to be any well defined statistical pattern running 

through any of the ratios set forth on Exhibit.(V-C-l). 

The averages move up and down quite indiscriminately 
throughout the several company size groupings. There is 
apparently a very slight tendency for companies of smaller 
size, on the average, to have relatively lower fixed charges 
than some of the larger companies, but this may be due to 
the difficulty that small companies have in floating bond 
issues on reasonable terms, since the very largest compa¬ 
nies, those with annual gross revenues of over $20,000,000, 
have lower average fixed charges proportionately than the 
companies in any of the four next smaller size classes. 

Since the portion of income distributed to the common 
stockholders tends to vary inversely with the portion dis¬ 
tributed to the bondholders and preferred stockholders, the 
result is a certain degree of similarity in the averages of 
total “earnings spent for all capital’ 7 regardless of the 

size of operating company. In this respect Exhibit . 

(V-C-l) suggests, though in no pronounced manner, that 
the smaller companies tend to reinvest a somewhat larger 
portion of earnings than do the larger companies, but the 
averages for the several size classes are rather erratic rela¬ 
tive to each other—thus showing no clear-cut relationship 
between size of company and distribution of income. On 
the whole I can detect no really significant relationship 
between size of the operating company and any of the 
ratios which I have selected to test soundness of financial 
management. 

Q. Is your conclusion affected when the data on Exhibit 

. (V-C-l) are broken down so that the performance of 

independent utilities and of holding company subsidiaries 
can be examined separately? A. I do not believe so. Ref¬ 
erence to Exhibit. (V-C-2) shows that the independent 

utilities for which the particular data in question are avail¬ 
able are too few in number to reveal typical situations or 
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to afford an element of statistical reliability to the average 

figures. Reference to Exhibit. (V-C-3) indicates that 

the larger holding company subsidiaries average somewhat 
heavier distributions of residual profit (see column b), pay 
out more in interest and preferred dividends (see column 
c), and retain smaller average amounts of profit (see column 
g) than do smaller holding company subsidiaries. Said 
Exhibit thus provides some evidence that large holding 
company subsidiaries tend to spend more of their profits 
for returns on capital than do smaller ones. In view, how¬ 
ever, 'of the known fact that the larger holding company 
subsidiaries, such as those having annual revenues in excess 
of $5,000,000, find a more ready acceptance of their own 
securities in the capital market than do smaller subsidiaries, 
there'is perhaps less need on the part of the larger subsi¬ 
diaries to reinvest so large a part of their earnings. That 
the particular situation under discussion exists arises 
chiefly from the fact that holding companies tend to take 
somewhat more of their common stock profit from their 
large subsidiaries than from their small ones. In this con¬ 
nection, however, it should be recalled, as shown by Exhibit 

. (IV-C-5), that the average common stock dividends 

paid by all holding company subsidiaries is a considerably 
smaller proportion of residual earnings than the average 
common stock dividends paid by independent utilities. 

Q. Looking at Exhibits."(V-C-l),. (V-C-2) and 

.(V-C-3) together, what are your conclusions generally 

with respect to the effect of size of operating company upon 
soundness of financial management? A. Upon all the bases 
of comparison which adapt themselves to statistical treat¬ 
ment, I do not believe that there are any really significant 
over-all differences between large size companies and small 
size companies on the score of sound and efficient financial 
management. To state my conclusion somewhat more 
specifically, it is my opinion that the factor of size of operat¬ 
ing company in and of itself has no real or direct relation¬ 
ship to sound and efficient financial management. 
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(III-B-2) 


Exhibit 


INCOME ADMINISTRATION RATIOS OF INDEPENDENT AND SUBSIDIARY UTILITIES; 

CLASSIFIED ACCORDING TO SIZE OF COMPANY, 1939 



Averages 

a 

b 

C 

(100 —a) 

<1 

(c + d) 

f 

(100 — b) 

K 

(100 —e) 

Total Gross __ 

Revenues of 

Operating Company 

Number of 
Companies 

Common 
Stock 
Earnings 
as Per 

Cent of 
Income 

Common 
Dividends 
as Per 
Cent of 
Common 
Stock 
Earnings* 

Interest 

Plus 

Preferred 
Dividends 
as Per 

Cent of 
Income 

Common 
Stock 
Dividends 
as Per 
Cent of 
Income 

Earnings 
Spent 
for All 
Capital 
as Per 
Cent of 
Income 

Earnings 
Retained 
as Per 
Cent of 
Common 
Stock 
Earnings* 

Earnings 
Retained 
as Per 
Cent of 
Income 

Less than $250.000. 

$250,000 to $500,000. 

$500 001 to $1 000 000 . 

16 

17 

35 

60.8 

48.8 

55.8 

61.8 

60.5 

58.3 

39.2 

51.2 

44.2 

42.5 

34.3 

41.1 

81.7 

85.5 

85.3 

38.2 

39.5 

41.7 

18.3 
14.5 

14.7 
11.2 

11.7 

10.3 

11.4 

9.3 

$1,000,001 to $3,000,000. 

$3,000,001 to $5,000,000. 

$5,000,001 to $10,000,000. 

$10,000,001 to $20,000,000. 

Over $20,000,000. 

69 

36 

49 

35 

31 

39.4 

44.6 

39.4 

36.8 

48.5 

50.0 

54.9 

58.7 

57.0 

73.1 

60.6 

55.4 

60.6 

63.2 

51.5 

28.2 

32.9 

29.1 

25 4 

39.2 

88.8 

88.3 

89.7 
88.6 

90.7 

50.0 

45.1 

41.3 

43.0 

26.9 

Total Companies. 

288 

44.4 

57.9 

55.6 

32.5 

88.1 

42.1 

11.9 

• 12 _ 


* Average computed excluding 22 companies neither earning nor paying common stock dividends; 10 independents and 12 subsidiaries. 
Source of data; Moody's Manual of Public Utilities, 1940. 
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Q. Please describe the fourth section in your second 
major group of studies, namely, that designed to determine 
the relationship between the size of utilities and protection 
of investors in utilities ? A. This particular section of the 
studies seeks to determine what relationship, if any, the 
factor of size of operating company bears to each of the 
several indexes or measures which I employed in my study 
seeking to determine the relationship between the charac¬ 
ter of control over utilities and the protection of investors. 
I have already explained these several indexes or measures 
of investor protection and stated the reasons why they were 
selected. 

Q. Have you prepared a table entitled, “Investor Pro¬ 
tection Ratios for Independent and Subsidiary Utilities 
Classified According to Size of Company, 1939 ”? A. Yes. 

(Have Exhibit V-D-l) marked Exhibit . for 

Identification.) 

Q. Was Exhibit . for Identification (V-D-l) pre¬ 

pared by you or under your supervision ? A. Yes. 

Q. Do you believe the data set forth thereon to be accu¬ 
rate? A. I do. 

Q. Where were the data set forth in this Exhibit se¬ 
cured? A. From the same sources as the data set forth on 

Exhibit . (IV-D-1), which sources have already been 

described. 

Q. Please describe Exhibit . for Identification 

(V-D-l). A. It is a table which classifies the same utility 
companies which compose the sample by which I have 
sought to test the relationship between character of con¬ 
trol over utilities and the protection of investors therein 
into eight classifications according to size of the company, 
size of company being measured, as in previous financial 
exhibits, by total operating revenues. The table shows, as 
to the group of utilities comprising each of the eight com¬ 
pany size classes, for the year 1939, (1) the average num¬ 
ber of times bond interest has been earned, (2) the aver¬ 
age percentage of gross revenue remaining after payment 
of bond interest, (3) the average number of times bond 
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interest plus preferred stock dividends have been earned, 
(4) the average percentage of gross revenue remaining 
after payment of preferred stock dividends, and (5) the 
average ratio of common stock earnings to income. 

(Here offer Exhibit . for Identification 

(V-D-l) in evidence.) 

Q. Have you undertaken to break down the data set 

forth on Exhibit . (V-D-l) as between independent 

utilities and holding company subsidiaries? A. Yes. 

Q. To that end, have you prepared a table entitled, 
“Investment Protection Ratios for Independent Utilities 
Classified According to Size of Company, 1939”, and a fur¬ 
ther table entitled “Investor Protection Ratios of Sub¬ 
sidiary Utilities Classified According to Size of Company, 
1939”*? A. Yes. 

(Have Exhibit V-D-2 and Exhibit V-D-3 marked, 
respectively, as Exhibits . and . for Identi¬ 

fication.) 

Q. Were Exhibits. (V-D-2) and . (V-D-3) for 

Identification prepared by you or under your supervision? 
A. Yes. 

Q. Do you believe the data set forth thereon to be accu¬ 
rate? A. I do. 

Q. Please describe Exhibits . (V-D-2) and . 

(V-D-3) for Identification. A. They are tables of exactly 
the same character, and set forth data of the same charac¬ 
ter, as in Exhibit. (V-D-l), except that the former is 

confined to independent utilities and the latter to holding 
company subsidiaries. 

(Here offer Exhibits . (V-D-2) and . 

(V-D-3) for Indentification in evidence.) 

Q. What does Exhibit . (V-D-l) indicate with re¬ 

spect to the relationship between the size of operating com¬ 
pany and protection to investors in utilities as measured 
by the indexes which you have employed? A. It demon- 
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strates that there is no relationship between size of oper¬ 
ating company and protection to investors in operating 
utilities. The various index averages follow no definite or 
discernible statistical pattern in relation to increases or 
decreases in the size of operating company. At first glance, 

Exhibit . (V-D-l) may seem to show a very slight 

tendency for the “times interest earned” ratio to decrease 
as the size of operating company increases but the trend 
is too erratic to possess any significance, and, moreover, it 
is not accompanied by a similar trend in the average per¬ 
centages of gross revenue remaining after payment of 
bond interest charges. On the contrary, the average per¬ 
centage of gross revenue remaining after payment of bond 
interest seems to show a tendency to increase slightly with 
the increase in size of operating company, thus indicating 
a greater margin of investor safety for the holders of 
bonds of the larger size companies. The Exhibit indicates 
that the utilities in the very smallest company size group, 
that is, the group with total gross revenues of less than 
$250,000, and the companies in the group having total gross 
revenues between $500,000 to $1,000,000, have very high 
interest coverage averages. That this phenomenon is 
probably due to the difficulty with which small companies 
float bond issues at reasonable rates is indicated by the 
fact; that the utilities in the same two company size groups 
show average percentages of gross revenue remaining 
after bond interest charges below the average for all utili¬ 
ties,!—a situation which may occur when companies have 
small amounts of debt and low gross revenues. 

Similarly, no relationship can be discerned between over¬ 
all preferred stock dividend coverages and size of operating 
company. As far as the average precentage of revenue 
remaining after payment of preferred stock dividends is 
concerned, the only trend, if any exists, is for this percentage 
to increase with the increase in the size of operating 
company. Likewise, the element of administrable operating 
profits shows no more than random distribution. On the 
whole, it must be concluded that the differences in the 
various averages as between the several company size 
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groups might have been equally as diverse if the companies 
comprising the several groups had been drawn out of a hat 
instead of carefully classified on the basis of size; or, to 1 
state it differently, that there is no evidence that mere size 
of the operating company is a factor which in and of itself 
is related to either the protection of bondholders or the 
protection of preferred stockholders of operating utilities. 

Q. Are your conclusions in any way affected by a con¬ 
sideration of the breakdown of the figures showm on 

Exhibit . (V-D-l) as between independent utilities and 

holding company subsidiaries? A. No. "When the indexes 
in question are examined for independent utilities and hold¬ 
ing company subsidiaries separately, the data lose consider¬ 
able statistical stability because of the decrease in the num¬ 
ber of companies making up the several size groups. This is 

particularly true as to Exhibit . (V-D-2), which is the 

table dealing with independent utilities. Subject to that 
qualification, however, the average figures set forth on 

Exhibits. (V-D-2) and. (V-D-3) show no more of a 

statistical pattern or trend as between the several company 
size groups with respect to either the independent utilities 
or the holding company subsidiaries examined separately 
than appears in the case of both types of utilities grouped 
together. 

Q. Looking at all your studies relating to the relation¬ 
ship of size of operating company to protection to investors, 
what is your general conclusion? A. In my opinion, mere 
increase in the size of the operating company in and of 
itself does not tend to affect adversely the kind or quality 
of investment protection afforded to bondholders or pre¬ 
ferred stockholders of such operating company. 

Q. Now, departing momentarily from the precise sub¬ 
ject under discussion, and reverting to one of the subjects 
of your first major group of studies, will you please state 

what Exhibits. (V-D-2) and. (V-D-3) indicate with 

respect to the relative protection accorded to investors as 
between independent utilities and holding company sub¬ 
sidiaries? A. In this respect said Exhibits serve only to 
emphasize the conclusions previously stated to the effect 
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that independent utilities tend to show a higher coverage of 
fixed charges but that gross revenue balances remaining 
after preferred dividends are, if anything, somewhat greater 
for the holding company subsidiaries. Of course it should be 
emphasized that this is a statistical conclusion based on 
averages. The basis forbids that the conclusion be applied 
to consideration of securities of individual companies since 
the use of averages brings in a diversity of companies within 
each size group; therefore the conclusion is applicable only 
to the entire field. 


Exhibit 

V-D-l 

(IV-B-1, 2, 3) 


INVESTOR PROTECTION RATIOS FOR INDEPENDENT AND SUBSIDIARY UTILITIES 
INVESTOR P RO ™ , CCORDING to SIZE OF COMPANY, 1939 



Bond 

Protection 


Average 

Total Gross ,SSS, 

opJSSSU E “'” J 

Less than $250.000.- J* *’* 

$250,000 to $500,000. £ 01 

$ 500,001 to $ 1 , 000,000 . 32 • 

$ 1 , 000,001 to $3,000,000. 64 

$3,000,001 to $5,000,000. 33 

$ 5 , 000,001 to $10,000,000. A7 ' 

$ 10 , 000,001 to $20,000,000. 35 

Over $20,000,000. 

770 4 7 

Total Companies. . 

Source of data: Moody's Manual of Public Utilities, 1940. 


Average 
Per Cent 
Revenue 
Remaining 
after 
Interest 


16.0% 

16.3 

14.0 

13.6 

17.1 
17.8 

18.1 

19.7 

16.4% 


N umber 
of 

Companies 


Preferred Stock 
Protection 

Average 
Times 
Dividends 
and 

Interest 
Earned 


5 

8 

14 

47 

27 

40 

30 

26 

197 ^ 


1.1 

1.3 

2.5 

1.4 

2.4 

1.6 
1.7 
2.1 


1.8 


Average 
Per Cent 
Revenue 
Remaining 
after 
Preferred 
Dividends 


Balance of 
Income 

Average 
Common 
Stock 
Earnings 
as Per 
Cent of 
Income 


Number 

of 

Companies 


5.2% 

16 

60.8% 

7.9 

17 

48.8 

8.5 

35 

55.8 

7.5 

69 

39.4 

10.3 

36 

44.6 

9.9 

49 

39.4 

11.5 

35 

36.8 

14.5 

31 

48.5 

9.9% 

288 

44.4% 
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(IV-B-la, 2a, 3a) 


Exhibit 


INVESTMENT PROTECTION RATIOS FOR INDEPENDENT UTILITIES 
CLASSIFIED ACCORDING TO SIZE OF COMPANY, 1939 


Total Gross 
Revenues of 
Operating Company 


r 


Number 

of 

Companies 


Bond 

Protection 

Average 
Per Cent 
Average Revenue 

Times Remaining 

Interest after 

Karncd Interest 


r 


Number 

of 

Companies 


Preferred Stock 
Protection 


Average 

Times 

Dividends 

and 

Interest 

Earned 


Average 
Per Cent 
Revenue 
Remaining 
after 
Preferred 
Dividends 


/ 1 ■ ■ 3a ■ 
Balance of 
Income 

Average 

Common 

Stock 

Earnings 

Number as Per 

of Cent of 

Companies Income 


Less Ilian $250.000. 

$250,000 to $500,000. 

6 

8 

11.2 

3.3 

14.6% 

15.7 

4 

5 

1.0 

1.2 

4.5% 

4 7 

9 

a 

56.5% 

1ft 7 

$500,001 to $1,000.000. 

10 

12.3 

15.6 

5 

4.1 

11.7 

11 

JO./ 

$1,000,001 to $3,000,000. 

8 

9.0 

15.1 

6 

1.3 

80 

O 

<1 

$3,000,001 to $5,000,000. 

7 

3.0 

16.8 

4 

6.1 

14.2 

O 

14 7 

$5,000,001 to $10,000,000. 

6 

14.6 

20.2 

3 

0.9 

0.5 

6 

aq 1 

$10,000,001 to $20,000,000. 

4 

2.2 

10.9 

2 

1.1 

36 

4 

11 1 

Over $20,000,000. 

11 

3.7 

19.9 

7 

2.8 

16.9 

11 

01.1 

62.3 

Total Companies. 

00 

7.4 

16.5% 

36 

2.4 

9.2% 

67 

50.5% 


Source of data: Moody’s Manual of Public Utilities, 1940. 
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Exhibit 

V-D-3 

(IV-B-lb, 2b, 3b) 

INVESTOR PROTECTION RATIOS OF SUBSIDIARY UTILITIES 
CLASSIFIED ACCORDING TO SIZE OF COMPANY, 1939 



Total Gross 
Revenues of 
Operating Company 


Preferred Stock Protection 


Number 

of 

Companies 


Less than $250,000. 

$250,000 to $500,000. 

$500,001 to $1.000,000. 

$1,000,001 to $3,000,000. 

$3,000,001 to $5,000,000. 

$5,000,001 to $10,000,000... 
$10,000,001 to $20,000,000. 
Over $20,000,000. 

Total Companies. 


7 

7 

22 

56 

26 

41 

31 

20 


210 


Average 

Times 

Interest 

Earned 


6.2 

2.7 

7.7 

3.8 

5.7 
2.5 

2.7 

2.8 


Average 
Per Cent 
Revenue 
Remaining 
after 
Interest 


17.2% 

17.0 

13.3 

13.4 
17.1 

17.4 
19.0 
19.7 


Number 

of 

Companies 


1 

3 

9 

41 

23 

37 

28 

19 


Average 

Times 

Dividends 

and 

Interest 

Earned 


1.3 

1.6 

1.6 

1.5 

1.7 

1.6 

1.8 

1.9 


4.0 


16.3% 


161 


1.7 


Average 
Per Cent 
Revenue 
Remaining 
after 

Preferred 

Dividends 


8 . 2 % 

13.3 

6.7 
7.4 
9.6 

10.7 
12.1 

13.7 


10 . 1 % 


—Balance of 

Income—\ 


Average 


Common 


Stock 


Earnings 

Number 

as Per 

of 

Cent of 

Companies 

Income 


7 

66.4% 

9 

57.8 

24 

55.4 

60 

39.4 

27 

41.2 

43 

38.1 

31 

37.5 

20 

40.8 


221 42.6% 


Source of data: Moody’s Manual of Public Utilities, 1940. 
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Q. Having discussed the relation of holding company con¬ 
trol and size of operating company to the objectives of the 
Act, I now direct your attention to the third major group of 
your studies, namely, those designed to determine the rela¬ 
tionship between the size of holding company system and 
the statutory objectives. As a background for your dis¬ 
cussion thereof, will you briefly restate the scope of this 
third group of studies ? A. In conformity with the general 
outline stated at the outset of my testimony, this group of 
studies seeks to determine what relationship, if any, exists 
between the size of holding company system and the stat¬ 
utory purposes, as measured by (1) the cost of electric 
service to consumers, (2) economy in management and 
operation of utilities, (3) soundness of financial manage¬ 
ment of utilities, and (4) the protection of investors in 
securities of operating utilities. 

Q. Is there any feature of this third group of studies 
which differentiates it from the first two groups? A. Yes, 
there is one obvious distinction which must be noted. The 
studies testing the relationship of holding company control 
to the objectives of the Act necessarily involve comparisons 
between the performance of independent utilities and that 
of holding company subsidiaries. The studies testing the 
relationship of size of company to the statutory objectives 
do not necessarily require, but do permit of such compari¬ 
sons. This third group of studies, by definition, are neces¬ 
sarily confined to holding company subsidiaries. 

Q. In connection with your study to test the effect of 
size of holding company system upon the cost of rendering 
electric service, have you prepared a table entitled, “Aver¬ 
age Typical Electric Bills Charged by Subsidiary Utilities; 
Classified by Size of Holding Company System, as of Janu¬ 
ary 1, 1940”? A. Yes. 

(Have Exhibit YI-A-1 marked Exhibit . for 

Identification.) 

Q. IVas Exhibit . for Identification (VT-A-1) pre¬ 

pared by you or under your supervision? A. Yes. 
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Q. Do you believe the data set forth thereon to be accu¬ 
rate? A. I do. 

Q. Does it show on its face the source of the data set 
forth thereon? A. Yes. 

Q. Please describe Exhibit . for Identification 

(VI-A-1). A. It is a table which classifies the 44 holding 
company systems which we are using as the basis of our 
studies into several classifications according to size, size 
being measured by total operating revenues of the respec¬ 
tive systems. The smallest holding company system size 
classification consists of holding company systems whose 
total gross revenues are under $2,000,000 a year; the largest 
size classification consists of holding companies whose gross 
revenues are over $160,000,000. The various size groupings 
were selected in accordance with principles heretofore 
stated in connection with other exhibits. The table shows, 
in respect of the group of holding company systems in each 
size classification, or, more accurately in respect of the 
group of holding company subsidiaries in each holding 
company system size classification, for the year 1939, the 
weighted average typical electric bills for 25, 100 and 250 
KWH of electricity, respectively. These average bills have 
been weighted according to the population served as pre¬ 
viously explained. The table also shows, in respect of the 
companies in each holding company system size classifica¬ 
tion, the number and percentage of the total population 
served, the dollar amounts of sales of electricity to ultimate 
consumers, the percentage of sales for each group, the num¬ 
ber of operating companies covered by each size grouping, 
the average population served per operating company, and 
the average dollar amounts of sales of electricity both per 
capita of population served and per operating company in 
each holding company size group. 

(Here offer Exhibit.for Identification (VT- 

A-1) in evidence.) 

Q. As part of the same study, have you also prepared a 
chart entitled, ‘‘Weighted Average Typical Electric Bills 
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of Subsidiary Companies Classified bv Size of Holding 
Company System—January 1,1940”? A. Yes. 

(Have Chart VI-A-2 marked Exhibit . for 

Identification.) 

Q.jWas Exhibit . for Identification (VI-A-2) pre¬ 

pared by you or under your supervision? A. Yes. 

Q. Do you believe the same to be accurate? A. I do. 

Q.i Please describe Exhibit . for Identification, 

(VI-4-2). A. It is a chart which is designed to represent 

graphically the data set forth on Exhibit.(VI-A-1). In 

light of my explanation of that Exhibit and the legends at 
the bottom of the chart, I believe the latter should be almost 
self-explanatory. The bars with the diagonal lines on the 
chart are replicas of the average electric bill data contained 

in tabular form on Exhibit.(VI-A-1). There are eight 

bars which correspond with the eight holding company size 
classifications which I have mentioned. The percentage 
figure under each bar indicates the percentage of total sales 
of electricity by all holding company subsidiaries to ultimate 
consumers represented by the holding company systems in 
the particular size group represented by such bar. Each 
bar thus indicates the relative significance of the holding 
company subsidiaries in that particular size group to all 
holding company subsidiaries. The bars are drawn to 
logarithmic scale vertically and to natural scale horizon¬ 
tally as in the case of Exhibit.(V-A-4). This is another 

situation where the differences in the dollar amounts of 
sales of electricity by the companies in the several size 
groups can best be shown visually by a natural scale whereas 
the significant differences in average typical electric bills 
of the companies in the several size groups can be better 
portrayed graphically by use of a percentage or ratio scale. 

(Here offer Exhibit . for Identification 

(VI-A-2) in evidence.) 

Q. "What do Exhibits. (VI-A-1) and. (VI-A-2) 

indicate with respect to the relationship between the size 
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of holding company systems and the cost of electric service 
to residential consumers served by the operating companies 
making up such systems ? A. They indicate that there is 
no consistent relationship between mere size of the hold¬ 
ing company system as such and the cost of electric service 
to consumers. While it appears from the exhibits that the 
highest average electric bills are paid by the consumers 
served by the smallest size holding company systems and 
that the lowest average electric bills are paid by consumers 
served by the largest size holding company systems, the 
decrease in bills is not steadilv correlated with size of 
holding company system as the latter increases. However, 
it is true that the only consumers enjoying average electric 
bills which are lower at all three use levels than the average 
bills of all holding company systems are those which are 
served by subsidiaries of large holding company systems, 
namely, those in the class having total gross revenues from 
$S0,000,000 to $120,000,000 and those in the class having 
total gross revenues of over $160,000,000. In passing, it 
may be pointed out that the subsidiary companies in these 
two groups of large-sized holding company systems serve 
44% of the population which is served by all holding com¬ 
pany subsidiaries and represent 44% of the total sales to 
ultimate consumers of all holding company subsidiaries. 

Nevertheless, while the companies in the very largest 
holding company systems show the smallest average elec¬ 
tric bills and the companies in the very smallest holding 
company systems show the highest average electric bills, 
looking at operating companies in the systems in-between 
the largest and the smallest size groups, there does not 
appear to be any well defined statistical relationship 
between what consumers pay for electricity and the size 
of the holding company system serving them. As to such 
in-between size groups, the amounts of the average electric 
bills move up and down quite indiscriminately. 

Q. Have you any opinion as to the reason for the lack 
of a consistent correlation between average electric bills 
and size of holding company system? A. In my opinion, a 
significant reason for the ups and downs in the electric 
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bill averages as between the several size groups lies in the 

fact that in Exhibit . (VI-A-1), as supplemented by 

Exhibit . (VI-A-2), for the first time, we have group¬ 

ings of utility companies which permit the influence of indi¬ 
vidual holding company system policies and quality of 
management to dominate the several size classes. In each 
of the classifications which was utilized for the purpose of 
testing the relationship of holding company control and 
size of operating company to this objective of the Act, there 
were operating units from all, or at least a representative 
number of holding company systems. This produced a situ¬ 
ation which, through the averaging effect, permitted ele¬ 
ments outside of individual holding company policies and 
quality of management to exert their influence, if any, 
on the statistical averages. When, however, one attempts 
to classify holding company systems, he is met at the 
outset by the fact that as a practical matter there are only 
44 units to work with; and since there must necessarily be 
several size classifications if the particular study is to be 
of viilue, it follows that the number of holding company 
systems represented in each size group is very small. The 
fact that in each such size group may be found all of the 
operating units of each of the holding company systems 
in such size groups, results in the possibility of consider¬ 
able influence, if not domination, over each group average 
by the averages of individual systems. This situation is 
aggravated as to the two largest holding company system 

size groups classified in Exhibits . (VI-A-1) and_ 

(VI-A-2) since said groups contain but three and two 
holding company systems, respectively. It is thus possible 
as to any of the size groups utilized in said Exhibits, and 
particularly the two largest size groups, that even one 
holding company system evidencing unusually poor per¬ 
formance in terms of average electric bills could increase 
the average figures for such group so as to suggest that 
holding company systems of that particular size are expen¬ 
sive purveyors of electric energy. Such reasoning is, of 
course, statistically spurious because it does not permit cog¬ 
nizance of the possibility of wide variations in the average 
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electric bills of the individual holding company systems 
comprising the several size classes. Thus, for example, 
the average bill for 25 KWH of electricity of one holding 
company system in the $120,000,000-$160,000,000 size group, 

shown on Exhibit . (VI-A-1), was $1.30 as compared 

with the figure of $1.SS for another holding company system 
in the same size group; the average being $1.50. 

To summarize this point: It is only reasonable to 
expect that some holding companies are well managed, 
some poorly so; that some follow policies leading to low 
electric rates, and some follow policies leading to higher 
rates; that some are expensive for consumers, and some 
are economical. Therefore, while the amounts of electric 
bills paid by consumers are undoubtedly influenced by the 
holding companies which control the operating units which 
render such bills, there are factors, other than size of 
holding company systems, related to the noted differences 
in the average bills. It is reasonable to conclude that the 
quality of holding company management, rather than the 
fact that the operating companies are units of holding com¬ 
pany systems of varying sizes, accounts for the differing 
averages in electric bills. 

Q. Looking at your entire study designed to test the 
relationship of the size of holding company system to the 
cost of electric service to consumers, what is your general 
conclusion ? A. In my opinion, the size of the holding com¬ 
pany system as such has no significant relationship to cost 
of electric service to consumers who are served by the 
operating companies making up such holding company 
svstem. Certainlv, there is no evidence whatever that an 
increase in the size of the holding company system as such 
tends to cause any increase in the amounts of electric bills 
rendered by the operating units making up such system. 
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VI-A-1 

(I-D-l) 

AVERAGE TYPICAL ELECTRIC BILLS CHARGED BY SUBSIDIARY UTILITIES; CLASSIFIED 
BY SIZE OF HOLDING COMPANY SYSTEM, AS OF JANUARY 1, 1940 


No. 

of 

H. C. 
Sys¬ 
tems | 

Total Gross Revenue 
of Holding 

Company System 


Weighted Average 

t —Population Scrvcdt — \ 

1 Per 

j Cent of 

Number Total 

Sales to 

,—Ultimate Consumers—^, 
Per 

Amount Cent of 

(S000) Total 

No. of 
Com- 
panicsT 

Average 
Population 
per Company 

,- Average Sales -^ 

Per 

Per Company 

Capita ($000) 

25 KWH 

100 KWH 

250 KWH 

s 

Under $2,000,000. 

$1.94 

$5.02 

$8.47 

147,331 

o.;o% 

$ 4,008 

0.30% 

24 

6,139 

27.20 

$ 167 

9 

2.000,000-5,000,000. 

1.S2 

4.72 

8.53 

403,102 

0.83 

12,778 

0.95 

40 

10,078 

31.70 

319 

5 

5,000,001-20.000,000. 

1.54 

4.25 

7.70 

1,528,736 

3.14 

37,713 

2.82 

33 

46,325 

24.67 

1,143 

5 

20,000.001-40.000,000._. 

1.62 

4.35 

7.71 

2,755,921 

5.(6 

76,913 

5.75 

41 

67,218 

27.91 

1,876 

6 

40,000,001-80,000,000... 

1.57 

4.46 

8.01 

11,890,180 

24.42 

322,159 

24.07 

104 

114,329 

27.09 

3,098 

6 

80,000,001-120,000.000. 

1.39 

3.94 

7.25 

13,118,976 

26SA 

364,801 

27.26 

93 

141,064 

27.81 

3,923 

** 

o 

120,000,001-160,000.000. 

1.50 

4.17 

727 

10,391,865 

21.34 

290,8S9 

21.74 

65 

159,875 

27.99 

4,475 

2 

Over $160,000,000. 

1.32 

3.67 

6.90 

8,460,850 

17.37 

229.064 

17.12 

54 

156,682 

27.07 

4,242 

44 

Total Companies. 

$1.47 

$4.11 

$7.43 

48,696,961 

. 100.00% 

$1,338,325 

100 . 007 c 

454 

107,262 

27.48 

$2,948 


* Weighted by “Population Served.” 
t According to 1930 U. S. Census. 
t Companies counted in each state in which they serve. 
Source of all data: Federal Power Commission Reports. 
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Q. Please describe the second section of your third 
major group of studies, namely, that designed to show the 
relationship between size of holding company system and 
economy of operation and management of holding company 
subsidiaries. A. This section of the studies seeks to deter¬ 
mine whether the factor of size of holding company system 
has any relationship, and, if so, what relationship to each 
of the four indexes or measures of economy of operation 
and management which have been used in connection with 
previous studies and which I have already explained. 

Q. In this connection, have you prepared a table en¬ 
titled, “Management Indexes for Subsidiary Electric 
Utilities; Classified by Size of Holding Company System, 
1939?” A. Yes. 

(Have Exhibit VI-B-1 marked Exhibit . for 

Identification.) 

Q. Was Exhibit . for Identification (VI-B-1) pre¬ 

pared by you or under your supervision? A. Y'es. 

Q. Do you believe the data set forth thereon to be 
accurate? A. I do. 

Q. What were the sources of the data set forth thereon? 
A. The data were secured £rom the same sources as those 
presented on Exhibit. (IV-B-1). 

Q. Please describe Exhibit.for Identification (VI- 

B-1). A. It is a table which classifies the subsidiary com¬ 
panies of the same 44 holding company systems into eight 
classifications according to size. The size groupings are the 

same as those employed on Exhibit . (VI-A-1). The 

table shows as to the group of operating companies in 
each holding company system size classification, for the 
year 1939, the average typical bills for, respectively, 25, 
100 and 250 KWH of electricity. These bills have been 
arrived at in the manner I explained when I was discussing 

Exhibit (IV-B-1). Exhibit.for Identification (VI-B-1) 

also shows, in respect of the group of operating companies 
in each holding company system size class, the average 
executive expense per $1,000 of revenue, the average admin- 
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istrative and general expense per $1,000 of revenue, and 
the ratio between such average administrative and general 
expense and total expenses. It also classifies in the same 
eight size groups those holding company subsidiaries which 
employ mutual service companies and shows, as to each such 
size group, the average management fees per $1,000 of 
revenue and the ratio between such average management 
fees and total expenses. The Exhibit also shows the number 
of holding company subsidiaries comprising the sample 
utilized in the analysis of each of the several management 
indexes. 

Q. Do you regard the number of holding company sys¬ 
tems comprising each of the several size groups as an 
adequate sample upon which to predicate statistical con¬ 
clusions as to the common performance of such size group? 
A. In view of the fact that there are only 44 holding com¬ 
pany systems to be classified into eight groupings according 
to size, there can be no question but that the number of 
systems in each size grouping is so small as to raise con¬ 
siderable doubt as to the statistical reliability of the average 
figures. This is particularly true with respect to the two 
largest size groups which together comprise only five hold¬ 
ing i company systems. Accordingly, under the circum¬ 
stances, the average figures as to the two largest size groups 
must be regarded as probably unreliable from a statistical 
viewpoint, and the average figures as to the other six size 
groups should not be accepted as indicative of any trend 
unless such trend clearly and unmistakably appears. 

(Here offer Exhibit . for Identification (VI- 

B-l) in evidence.) 

Q. Subject to the qualifications which you have stated, 

what does Exhibit . (VI-B-1) indicate with respect to 

the relationship between size of the holding company system 
and economy of management and operation of the sub¬ 
sidiary companies thereof, as measured by the index of 
average typical electric bills for 25, 100 and 250 KWH of 
electricity, respectively? A. The Exhibit indicates that the 
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average typical electric bill index for operating companies, 
at all three use levels, tends to decrease with the increase in 
the size of the holding company system. A definite break 
appears in this trend with respect to the holding company 
systems in the next to the largest size group, that is, for 
those operating companies in systems having total gross 
revenues between $120,000,000 and $160,000,000. This break 
need not be regarded as indicating any interruption of the 
trend in view of the fact that there are but three holding 
company systems represented in said size group. Notwith¬ 
standing the unsatisfactory distribution of companies in 
this sample, the trend as to average electric bills between 
the several size classes is so continued and pronounced as 
to justify the conclusion that there is no evidence whatever 
that economy of operation and management of operating 
utilities, as reflected in the average electric bill index, tends 
to be adversely affected as the size of the holding company 
system increases. In fact, what statistical evidence there 
is on this point is to the contrary. 

Q. What does Exhibit. (VI-B-1) indicate with re¬ 

spect to the relation of size of holding company system to 
economy of management and operation of the operating 
units therein, as measured by average executive expenses 
per $1,000 of revenue of the subsidiary companies? A. If 
we look at the average executive expense figures for the 
first four of the holding company system size classifications, 
that is, the four smallest size groups, there would appear to 
be some tendency for the average executive expense to 
decrease as the size of the holding company system in¬ 
creases. But if these figures indicate a trend, it completely 
disappears in the figures for the four remaining size groups. 
The average executive expense figures for the four largest 
size classifications fluctuate up and down without indica¬ 
tion of any trend whatsoever. It seems quite clear, there¬ 
fore, that no conclusion as to any affirmative trend may be 
fairly predicated upon these figures. Data as to average 
executive expense per $1,000 of revenues are available only 
with respect to 318 of the 454 holding company subsidiaries 
as to which average electric bill data are set forth on Exhibit 
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. (VI-B-1). Accordingly, so far as average executive 

expense is concerned, the meagerness of the sample which 
results from the fact that there are only 44 holding com¬ 
pany systems to start with is accentuated by the fact that 
the particular data in question is available only with respect 
to about 75% of the operating companies comprising said 
44 systems. In view of the inadequacy of the sample, the 
only conclusion which the index may be fairly said to sup¬ 
port i is the tentative one that there is no trend one way 
or the other. 

Q. "What does Exhibit . (VI-B-1) indicate with re¬ 

spect to the relationship of size of holding company system 
to economy of management and operation of the operating 
companies therein, as measured by the index of average 
administrative and general expense per $1,000 of revenue? 
A. All the comments which I made with respect to the sig¬ 
nificance of the average executive expense figures apply 
with added force to the average administrative and general 
expense figures. Here there are data available only with 
respect to 272 out of 454 holding company subsidiaries. 
Thus, for example, while eight holding company systems 
are included in the smallest size group shown on Exhibit 

.(VI-B-1), average administrative and general expense 

data are available for only six of the operating companies 
in the entire eight holding company systems. Obviously, 
no statistical significance can be given to the very high 
figure for average administrative and general expense for 
this smallest holding company system size group. 

Similarly, no real statistical significance can be given 
to the average administrative and general expense figures 
for the holding company systems in the two largest size 
groups, since there are only two systems in the largest 
group and only three systems in the next to the largest 
group. The effect, from a statistical viewpoint, of having 
too few units in the class can be illustrated by looking at 
the individual figures with respect to the five holding com¬ 
pany systems comprising the two largest size groups. 

Q. Have you prepared a table showing the average ad¬ 
ministrative and general expense per $1,000 of revenue for 
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the operating companies in each of the two holding com¬ 
pany systems comprising the largest size group and for 
the operating companies in each of the three holding com¬ 
pany systems comprising the next largest size group? A. 
Yes. 

(Have Exhibit VI-B-2 marked Exhibit . for 

Identification.) 

Q. Was Exhibit . for Identification (VI-B-2) pre¬ 

pared by you or under your supervision? A. Yes. 

Q. Do you believe the data set forth thereon to be accu¬ 
rate? A. I do. 

(Here offer Exhibit . for Identification (VI- 

B-2) in evidence.) 

Q. Have you any comments to make with respect to 

Exhibit. (VI-B-2) ? A. Looking at the data set forth 

on this table, it is perfectly apparent that within the two 
largest holding company system size groups there is no dis¬ 
cernible relationship whatever between the relative size of 
the individual holding company systems and their respective 
average costs of administration. In one size class, the “over 
$160,000,000 class/’ we find Cities Service Company sub¬ 
sidiaries averaging $93.56 per $1,000 of revenue for admin¬ 
istrative and general expense alongside North American 
Company subsidiaries averaging $53.02, while the average 
for the group is $85.39. Likewise in the next largest hold¬ 
ing company system group, the $120,000,000 to $160,000,000 
size class, are Associated Gas & Electric Company and 
Commonwealth & Southern Company with average admin¬ 
istrative and general expenses of $99.22 and $61.08 per 
$1,000 of revenue, respectively, while the group average is 
$76.1S. The figures set forth on this table show that, from 
the point of view of economy of management and operation, 
there are probably high cost and low cost systems in all of 
the several size groups; and that when only two or three 
systems comprise a size classification it is quite impossible 
for average figures to eliminate the dominating influence 
of individual holding company policies and characteristics. 
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Q. What does Exhibit . (VI-B-1) indicate with 

respect to the relationship of size of holding company sys¬ 
tem upon economy of management and operation of the 
subsidiary companies therein, as measured by the index of 
average management fees per $1,000 of revenue? A. The 
data required for applying this index or measure of econ¬ 
omy of management are available only in respect of 246 
of t)ie 454 holding company subsidiaries and these 246 
companies are unduly concentrated in the larger holding 
company systems. The resulting distribution of the 246 
units among the several holding company system size clas¬ 
sifications is too erratic to provide averages which are 
truly representative of the respective performances of the 
several size groups. The available data as reflected by 

Exhibit. (VI-B-1) shows that the figures as to average 

management fees move up and down indiscriminately as 
between the various holding company system size groups. 
It may be pointed out that the average management fee 
per $1,000 of revenue for the 29 operating subsidiary com¬ 
panies in the systems comprising the first four holding 
company system size groups is $20.2S. This clearly indi¬ 
cates that the average management fee for the remaining 
217 operating subsidiary companies must be considerably 
less than $20.28 since the average figure for the entire 246 
companies is only $14.89. While this clue suggests that 
the average management fees per $1,000 of revenue tend 
to decrease as the size of holding company system in¬ 
creases, the only conclusion statistically warranted by the 
particular study is that there appears to be no continuing 
relationship between mere size of holding company sys¬ 
tem as such and economy of management and operation, as 
measured by average management fees per $1,000 of 
revenue. 

Q, What are your general conclusions with respect to 
the subject matter of the second section of your third group 
of studies? A. It has always been my opinion that poli¬ 
cies of management of the individual holding company 
system are a dominant influence in the performance of 
operating companies making up such system, no matter 
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how measured. The only opportunity for statistical con¬ 
clusions arises when a classification of operating compa¬ 
nies cuts a cross-section from good, bad and indifferent 
holding company systems; in such situation average figures 
would tend to focus light on variables such as size of oper¬ 
ating company, size of community served, etc. Although 

Exhibit . (VI-B-4) is subject to the charge that the 

individual characteristics of the 44 holding company sys¬ 
tems dominate the average figures, some statistical conclu¬ 
sions may be justified. Thus, it rather clearly appears that 
the average electric bills of holding company subsidiaries 
tend to decrease in amount as the size of the holding com¬ 
pany system increases. It does not appear that there is 
any definite pattern of relationship between size of hold¬ 
ing company system and the other indexes or measures of 
economy of management and operation which I have 
employed. On the whole picture I conclude that there is 
certainly no evidence that the economy of management and 
operation of holding company subsidiaries tends to be 
affected adversely as the size of the holding company sys¬ 
tem increases; such evidence as there is on the point being 
to the contrary. 
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Exhibit . 


VI-B-1 

(II-D-1-2-3-4) 


MANAGEMENT INDEXES FOR SUBSIDIARY ELECTRIC UTILITIES; CLASSIFIED 

BY SIZE OF HOLDING COMPANY SYSTEM; 1939 


No. of 

H. C. 
System 

Total Gross Revenue of 

Holding Company System 















r 



r _ *■ ■-\ 

Av. Executive 

Expense per 

r - 

Av. Adm. & 

Gen'l Expense 
,—per Si,000 Rev.— 

No. of 

Companies Av. 

Av. Adm. & Gen’l 
Expense as Per Cent 
,—or Total Expense— N 

No. of 

Companies Av. 

. ft 

. Fees per 
Revenue*— s 

Av. 

Av. 
as Per 

*. Fees 
went of 
xpense*—^ 

Av. 

No. of 
Companies 

25 KWH 100 KWH 

250 KWH 

No. of 
Companies 

Av. 

No. of 
Companies 

No. of 
Companies 

s 

Less than 2.000,000. 

24 

$2.0S 

$5.65 

$9.21 

12 

$28.79 

6 

$95.95 

6 

20.19% 

11 

$32.65 

2 

5.08% 

9 

2.000,001 to 5,000,000. 

40 

2.06 

5.08 

9.12 

26 

19.13 

13 

72.20 

13 

14.61 

3 

44.83 

1 

6.56 

5 

5.000,001 to 20,000.000. 


1.S9 

4.84 

8.59 

19 

14.08 

16 

69.99 

16 

14.48 

3 

7.67 

1 

1.62 

5 

20.000,001 to 40,000,000. 

41 

1.S0 

4.72 

8.32 

25 

10.08 

23 

63.00 

22 

14.11 

12 

5.95 

11 

1.53 

6 

40.000,001 to 80,000,000. 

.... 104 

1.76 

4.77 

8.50 

81 

13.92 

77 

65.44 

75 

13.81 

78 

22.03 

67 

4.43 

6 

SO.000,001 to 120,000,000_ 

93 

1.63 

4.25 

7.70 

66 

11.87 

57 

73.16 

57 

17.62 

59 

7.17 

52 

1.94 

3 

120,000,001 to 160,000,000. 

.... 65 

1.79 

4.75 

S.37 

51 

11.58 

45 

85.39 

45 

18.09 

53 

10.93 

3S 

1.82 

2 

Over 160,000,000 . 

54 

1.57 

4.24 

7.80 

3S 

14.92 

35 

76.18 

35 

17.22 

27 

13.60 

21 

3.15 

44 

Total Companies.. 

.... 454 

$1.77 

$4.67 

$8.32 

318 

$13.93 

272 

$72.S0 

269 

16.02% 

246 

$14.89 

193 

2.95% 


Per Cent of Sample by Sales_ 

— 

100 

100 

100 

9S 


98 


97 


98 


89 



* Includes only those companies operating under mutual service agreements. 

Source of data: Federal Power Commission Reports. 

Moody’s Manual of Public Utilities, 1940. 
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Exhibit_ 

VI-B-2 
(H-D pg. 3) 


AVERAGE ADMINISTRATIVE AND GENERAL EXPENSE PER 
$1,000 OF REVENUE FOR LARGE SIZE HOLDING 

COMPANY SYSTEMS 


Total Gross 
Revenues 

Number of 
Companies 


Average 

Adm. & Gen. 
Expense per 

Si.000 of 
Revenue 

Name of System 

$120,000,001 

28 

Associated Gas & Electric Co. 

$99.22 

to 

10 

Commonwealth & Southern Co. 

61.OS 

$160,000,000 

/ 

United Gas Improvement Co. 

64.78 

over 


Cities Sendee Co. 

93.56 


15 

North American Company 

53.02 


Sources:—Moody’s 1940 Public Utility Manual. 


Company reports to the F.P.C. on Form Nos. 1, 96 and 97. 
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Q. Please describe now the third section of your third 
major group of studies, namely, that designed to show the 
relationship between the size of a holding company system 
and the soundness of the financial management of the 
subsidiaries thereof. A. This part of my studies seeks to 
determine what relationship, if any, the factor of size of 
holding company systems has to each of the several ratios 
of income administration which I have utilized in connec¬ 
tion with prior studies. I have previously explained these 
ratios. 

Q. In connection with this present study, have you pre- 
pa redi a table entitled, “Income Administration Ratios of 
Subsidiary Utilities; Classified According to Size of Hold¬ 
ing Company System, 1939?” A. Yes. 

1 (Have Exhibit VI-C-1 marked Exhibit . for 

Identification) 

Q. "Was Exhibit . for Identification (VI-C-1) pre¬ 

pared by you or under your supervision? A. Yes. 

Q. Do you believe the data set forth thereon to be accu¬ 
rate? A. I do. 

Q. Please describe Exhibit . for Identification 

(VI-Chl). A. It will be recalled that the study dealing 
with the relationship between holding company control 
over utilities and the soundness of their financial manage¬ 
ment was predicated upon a statistical sample of 2SS utility 
companies in respect of which the particular financial data 
were available. Of such 2SS utility companies, 221 are 
holding company subsidiaries. Exhibit . for Identifi¬ 

cation (VI-C-1) is a table which classifies said 221 holding 
company subsidiaries into eight holding company system 
size classifications. The size classifications are the same 

as those utilized on Exhibits . (VT-A-1) and . 

(VI-B-1). As to each group of operating companies in 
each such holding company system size classification, 

Exhibit . for Identification (VI-C-1) sets forth the 

same indexes of “income administration” which have been 
utilized on prior Exhibits. 
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for Identification 


(Here offer Exhibit 
(VI-C-1) in evidence) 

Q. What does Exhibit . (VI-C-1) indicate with 

respect to the relationship of size of holding company 
system to the soundness of the financial management of 
the subsidiaries thereof, as measured bv the indexes which 
you have employed ? A. The division of said 221 holding 
company subsidiaries into the eight holding company sys¬ 
tem size groups produces certain groups with units too 
few in number to provide reliable averages. Nevertheless, 
looking at the ratios for the respective holding company 
size classifications, there appear to be a few trends or 
patterns of possible significance. There appears to be a tend¬ 
ency, for instance, for the proportion of income distrib¬ 
uted to be greater in the larger size holding company sys¬ 
tems, and there seems to be a corresponding tendency for 
companies in smaller systems to retain a larger portion of 
earnings in the business. In my opinion, however, neither 
of these situations is truly a function of size of holding 
company system. This fact is apparent when one com¬ 
pares the profit distribution and earning retentions of 
individual companies within the several size groups. 

Q. In that connection, have you prepared a table show¬ 
ing some of the ratios set forth on Exhibit. (VI-C-1) 

as to individual companies in the two largest holding com¬ 
pany system size classifications? A. Yes. 

(Have Exhibit VI-C-2 marked Exhibit . for 

Identification) 

Q. Was Exhibit . for Identification (VI-C-2) pre¬ 

pared by you or under your supervision? A. Yes. 

Q. Does it accurately set forth certain details which 
comprise part of Exhibit. (VI-C-1)? A. It does. 

(Here offer Exhibit 
(VI-C-2) in evidence) 


for Identification 
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Q. What does Exhibit . (VI-C-2) indicate with 

respect to the differences between the policies of the indi¬ 
vidual holding company systems upon which the average 
figures are based? A. It shows very wide differences. 
These differences lie chiefly in the balances of income re¬ 
maining after payment of fixed charges, that is, average 
common stock earnings as per cent, of income, and the 
portions of income distributed to residual equity holders, 
that is, average common dividends as per cent, of common 
stock earnings. Thus it appears that Associated Gas and 
Electric Company and United Gas Improvement Company 
were much less conservative in the amount of common 
stock dividends which they withdrew from their subsidi¬ 
aries; than was Commonwealth and Southern Corporation, 
the other system in the same holding company size group. 
Thisifact combined with Associated’s heavy fixed charges 
resulted in an average total distribution of 97 % of income 
within that particular system as compared with Common¬ 
wealth and Southern’s average distribution of S1.S% of 
income. 

Q* What are your general conclusions on the particu¬ 
lar point at issue? A. In my opinion there is no real 
relationship between the size of a holding company sys¬ 
tem as such and the soundness of the financial management 
of the operating companies in such system. 





Exhibit 


VI-C-1 

(III-B-4) 


INCOME ADMINISTRATION RATIOS OF SUBSIDIARY UTILITIES; CLASSIFIED 
ACCORDING TO SIZE OF HOLDING COMPANY SYSTEM, 1939 


(100 —b) 


(100 — e) 


Total Gross 

Revenues of 

Holding Company System 

Number of 
Companies 

Common 
Stock 
Earnings 
as Per 

Cent of 
Income 

Common 
Dividends 
as Per 
Cent of 
Common 
Stock 
Earnings* 

Interest 

Plus 

Preferred 
Dividends 
as Per 
Cent of 
Income 

Common 
Stock 
Dividends 
as Per 

Cent of 
Income 

Earnings 
Spent 
for All 
Capital 
as Per 
Cent of 
Income 

Earnings 
Retained 
as Per 

Cent of 
Common 
Stock 
Earnings* 

Earnings 
Retained 
as Per 
Cent of 
Income 

Less than $2,000,000. 

$2,000 ( 000-$5,000,000. 

$5,000,001 -$20,000,000. 

$20,000,001 -$40,000,000. 

$40,000,001 -$80,000,000. 

$80,000,001 -$120,000,000. 

$120,000,001 -$160,000,000. 

3 

10 

11 

22 

76 

40 

36 

23 

48.4 

29.0 

53.6 

34.7 

53.0 

35.7 

36.1 

37.7 

42.4 

7.6 

45.6 

38.5 

58.4 

63.0 

58.4 

61.2 

51.6 

71.0 

46.4 

65.3 
47.0 

64.3 
63.9 

62.3 

17.1 

3.0 

33.9 

19.2 

41.8 

27.0 

28.3 

28.5 

68.7 
74.0 

80.3 
84.5 

88.8 

91.3 
92.2 
90.8 

57.6 

92.4 

54.4 

61.5 

41.6 
37.0 
41.6 
38.8 

31.3 

26.0 

19.7 

15.5 

11.2 

8.7 

7.8 

9.2 

Over ^lOU^uifUyUuvi. 

Total Companies. 

221 

42.6 

54.9 

57.4 

30.8 

88.2 

45.1 

11.8 

• Average eonrputed excluding 12 corn,ante nritlier earning nor ,»ayi..g 
Source of data: Moody’s Manual of Pubhe UttliUcs. 1940. 

common 

stock dividends. 
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(III-B-4 pg, 17) 


Exhibit 


POLICIES OF INCOME ADMINISTRATION OF LARGE HOLDING 

COMPANY SYSTEMS (1939) 


System 

Number of 
Companies 

Average 
Common 
Stock 
Earnings 
as Per Cent 
of Income 

Average 
Common 
Dividends 
as Per Cent 
of Common 
Stock 
Earnings 

Average 

Earnings 

Spent for 
Capital 
as Per Cent 
of Income 

Average 
Earnings 
Retained 
as Per Cent 
of Common 
Stock 
Earnings 

Associated Gas and Electric. 

20 

30.0% 

60.2% 

96.8% 

39.8% 

Commonwealth and Southern 
Corporation . 

10 

33.7 

41.2 

81.8 

58.8 

United Gas Improvement Com¬ 
pany . 

7 

60.5 

82.1 

93.9 

17.9 

Cities Service Company. 

11 

35.2% 

51.8% 

89.4% 

48.2% 

North American Company. 

12 

39.9 

70.5 

92.3 

29.5 


Source of Data: Moody’s 1940 Public Utility Manual. 
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Q. Will you now describe the fourth and last section of 
your third major group of studies. A. This particular sec¬ 
tion of my studies is designed to determine what relation¬ 
ship, if any, the factor of size of holding company system 
has to the protection of investors in operating utilities. 
For the purposes of this study, I have used the same indexes 
or measures of investment protection which I have used in 
connection with similar studies heretofore described. 

Q. As part of this section of your studies, have you 
prepared a table entitled, “ Investor Protection Katios of 
Subsidiary Utilities Classified According to Size of Holding 
Company System, 1939”? A. Yes. 

(Have Exhibit VI-D-1 marked Exhibit . for 

Identification.) 

Q. Was Exhibit . for Identification (VI-D-1) pre¬ 

pared by you or under your supervision? A. Yes. 

Q. Do you believe the data set forth thereon to be accu¬ 
rate? A. I do. 

Q. From what sources were the data set forth therein 
secured? A. From the same sources as the data set forth 

in Exhibit. (IV-D-1), which sources have already been 

described. 

Q. Please describe Exhibit . for Identification 

(VI-D-1). A. It is a table which classifies three groups of 
holding company subsidiaries, in the respective numbers 
of 210, 161 and 221 companies, into eight classifications 
based on the size of the holding company system of which 
they are a part. These are the same groups of holding 
company subsidiaries as were classified in different ways in 

earlier exhibits, namely, Exhibits. (IV-D-1) and. 

(V-D-l). The same holding company size classifications 

have been used in Exhibit.for Identification (VI-D-1) 

as in case of the earlier exhibits mentioned. This table 
shows, in respect of the bonds and preferred stocks of the 
group of companies in each of the several holding company 
system size classifications, (1) the average number of times 
bond interest has been earned, (2) the average percentage 
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of gross revenues remaining after bond interest, (3) the 
average number of times bond interest plus preferred stock 
dividends have been earned, and (4) the average percentage 
of gross revenues remaining after both bond interest and 
preferred stock dividends. The table also shows with re¬ 
spect to the group of companies in each of said size groups, 
the average ratio of common stock earnings to income. 

(Here offer Exhibit . for Identification (VI- 

D-l) in evidence.) 

Q. What does Exhibit.(YI-D-1) indicate with respect 

to the relationship of the size of a holding company system 
to the protection afforded to bondholders and preferred 
stockholders of the subsidiary companies thereof, as meas¬ 
ured by the indexes which you have employed? A. It is 
apparent from a glance at the Exhibit that the variations 
in the average ratios set forth thereon are so erratic and 
haphazard that they cannot be related to increases or de¬ 
creases in the size of holding company system. Xo con¬ 
clusion can be reached other than that there is no relation¬ 
ship between the size of a holding company system as such 
and the character or quality of the investment protection 
afforded to holders of the securities of the operating com¬ 
panies in such system. 




Exhibit 


VI-D-1 

(IV-D-1, 2, 3) 


INVESTOR PROTECTION RATIOS OF SUBSIDIARY UTILITIES CLASSIFIED ACCORDING 

TO SIZE OF HOLDING COMPANY SYSTEM, 1939 


Total Gross 
Revenues of 
Holding Company 
System 


Less than $2,000,000. 

$2,000,000 to $5,000,000. 

$5,000,001 to $20,000,000. 

$20,000,001 to $10,000,000. 

$40,000,001 to $80,000,000.. 

$80,000,001 to $120,000,000. 

$120,000,001 to $160,000,000. 
Over $160,000,000 . 

Total Companies. 


f 

Bond Protection 

\ 

Number 

of 

Companies 

Average 

Times 

Interest 

Earned 

Average 
Per Cent 
Revenue 
Remaining 
after 
Interest 

3 

2.6 

18.0% 

10 

2.0 

13.2 

10 

4.6 

14.6 

21 

2.5 

14.0 

66 

6.8 

16.6 

40 

2.6 

17.5 

37 

2.5 

16.8 

23 

2.7 

16.6 

210 

4.1 

16.3% 


r 


2 


■\ 


Preferred Stock 


Protection 


Average 
Times 
Dividends 
Number and 
of Interest 

Companies Earned 


Average 
Per Cent 
Revenue 
Remaining 
after 
Preferred 
Dividends 


-Balance of Income- 


Average 

Common 

Stock 

Earnings 

Number as Per 

of Cent of 

Companies Income 


2 

1.7 

12.6% 

3 

48.4% 

7 

1.3 

5.7 

10 

29.0 

5 

1.9 

13.2 

11 

53.6 

15 

1.3 

6.6 

22 

34.7 

45 

1.6 

9.4 

76 

53.0 

38 

1.7 

11.2 

40 

35.7 

29 

1.7 

11.1 

36 

36.1 

20 

1.8 

11.3 

23 

37.7 

161 

1.7 

10.1% 

221 

42.6% 


O 

to 


Source of data: Moody’s Manual of Public Utilities, 1940. 
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Q. Up to this point, Dr. "Waterman, you have discussed 
the, relationship to the objectives of the Act of three factors, 
namely, (1) holding company control over utilities, (2) 
size of operating company, and (3) size of holding company 
system. Have you, in your studies, attempted to test the 
relationship of any other factor to the same statutory objec¬ 
tives? A. Yes. I made a fourth group of studies by which 
I sought to discover whether the distance of a holding com¬ 
pany subsidiary from the main office or general head¬ 
quarters of its holding company, in and of itself, has any 
relationship, and, if so, what relationship, to the objectives 
of the Act, as measured by the same four indexes previously 
described namely, (1) cost of electric service to consumers, 

(2) economy in the management and operation of utilities, 

(3) soundness of financial management of utilities and (4) 
protection of investors. 

Q. What specifically led you to make this fourth group 
of studies? A. During the conversation with attorneys for 
the respondents to which I referred at the outset of my 
testimony, they called my attention to a publication of the 
Public Utilities Division of the S.E.C. dated December 6, 
1939, entitled “Charts Showing Location of Operating 
Electric and/or Gas Subsidiaries of Registered Public 
Utility Holding Companies”, with which I was familiar. 
Said publication contains a series of maps showing the rail 
line distance of each holding company subsidiary from the 
main office or general headquarters of its holding company. 
Referring to the maps in this publication, counsel for re¬ 
spondent requested that I undertake to analyze all holding 
company subsidiaries according to their distance from the 
maiijt office of their respective holding companies upon the 
same basis as that employed in the publication to which I 
have referred, or on a substantially similar basis, in an 
effort to determine what relationship, if any, the factor of 
distance of operating company from its general head¬ 
quarters might bear to the objectives of the Public Utility 
Holding Company Act. 

Q. And you made such a study? A. Yes, although I told 
respondent's attorneys at the time that I could see no logical 
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reason for so doing. In fact, I told them that in my opinion 
such an analysis would probably savor of statistical 
“monkey business” because I could not see any possible 
basis for expecting any kind of relationship between dis¬ 
tance of operating companies from general headquarters 
and the objectives of the Act. However, I proceeded to 
prepare the analysis suggested because respondents desired 
to cover the possibility that some such relationship might 
exist. 

Q. Will you briefly describe the basis of classifying hold¬ 
ing company subsidiaries according to distance from gen¬ 
eral headquarters which you employed in your study? A. 
My classification was predicated upon air line mileage in¬ 
stead of rail line mileage because of the greater convenience 
of figuring the former. The air line measurements were 
accomplished by use of a scale map of the United States 
and by this method I determined the distance from the main 
office of each holding company to the approximate center of 
the operating area of each of its operating subsidiaries. 
Virile these distance figures do not coincide exactly with 
those contained in the publication of the Public Utilities 
Division of the S.E.C. dated December 6, 1939, just men¬ 
tioned, they accomplish the same results because they make 
possible a classification of holding company subsidiaries 
based on their relative distances from holding company 
general headquarters. 

Q. As part of the study, did you prepare a document 
entitled, “Average Typical Electric Bills Charged by Sub¬ 
sidiary Utilities; Classified by Distance from General Head¬ 
quarters as of January 1,1940”? A. Yes. 

(Have Exhibit VII-A-l marked Exhibit.for 

Identification.) 

Q. Was Exhibit.for Identification (VII-A-1) pre¬ 

pared by you or under your supervision? A. Yes. 

Q. Does it show on its face the source of the data set 
forth therein? A. Yes. 

Q. Do you believe the data set forth thereon to be accu¬ 
rate? A. I do. 
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Q. Please describe Exhibit.for Identification (VTI- 

A-l). A. It is a table which classifies the 454 utilities con¬ 
stituting the holding company subsidiary segment of my 
sample, into five different groups based on the distance of 
the holding company subsidiaries from the main office or 
general headquarters of their respective holding companies. 
Thus, the first group consists of subsidiaries which are 
located less than 200 miles from the main office of their 
respective holding companies. The second group consists 
of subsidiaries which are located between 200 and 500 miles 
from the main office of their respective holding companies, 
and so on. As to the group of companies in each of such 
five “distance from general headquarters” classifications, 
the table shows the average typical bills for 25,100 and 250 
KITH of electricity, respectively. These average bills cover 
only residential electric service and have been weighted 
according to the population served in the manner I have 
previously described in connection with earlier exhibits. 
The table also shows, as to the group of holding company 
subsidiaries in each of the five classifications, the popula¬ 
tion served, both in numbers and as a percentage of the 
total population, the dollar value of sales of electricity to 
ultimate consumers, and the percentage of total sales rep¬ 
resented by each group, the average population served per 
company and the average dollar amount of sales of elec¬ 
tricity to consumers both per capita of population served 
and per company in the group. The number of holding 
company subsidiaries comprising each “distance from gen¬ 
eral headquarters” classification is also shown. 

(Here offer Exhibit.for Identification (VII- 

A-l) in evidence.) 

Q. What does Exhibit . (VII-A-1) indicate with 

respect to the relationship, if any, between the distance of 
the operating utility from general headquarters and the 
cost of electric service to consumers? A. From a first glance 
at the average figures on the table one might assume that 
there was a tendency for the electric bills to decrease in 
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amount ns the distance of the operating company from 
general headquarters increased. Statistically, it appears 
that the consumers who are supplied with electricity by 
holding company subsidiaries closest to their general head¬ 
quarters pay the highest average bills while consumers 
who are supplied by holding company subsidiaries located 
at the greatest distance from their general headquarters 
pay the lowest average bills. Inspection of the “in-between’’ 
distance from headquarters classes, however, shows con¬ 
siderable ups and downs in the average bill figures and 
demonstrates that there is no trend running throughout all 
the classifications and that any attempt to attribute a causal 
relation between the amounts of electric bills and distance 
of the operating companies from headquarters would be 
statistically spurious. It is a statistical fact, however, that 
the companies between 200 and 500 miles from general 
headquarters and the companies between 500 and 1,000 
miles from general headquarters have lower average bills 
at all three use levels than the companies less than 200 miles 
from general headquarters. A possible explanation for this 
situation may become apparent when I discuss a later ex¬ 
hibit. I certainly do not believe that Exhibit.(YII-A-1) 

may be relied upon as showing a tendency for electric bills 
to decrease as the distance of the operating company from 
general headquarters increases, nor can it prove the con¬ 
trary. To me, it demonstrates that the distance of the op¬ 
erating company from its general headquarters docs not in 
and of itself tend to be accompanied by any significant 
change in the amount of electric bills. The validitv of this 
conclusion will become more apparent after the presenta¬ 
tion of other studies indicating certain geographic factors 
which apparently affect this entire distance from head¬ 
quarters study. 
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(I-C-l) 

AVERAGE TYPICAL ELECTRIC BILLS CHARGED BY SUBSIDIARY UTILITIES; CLASSIFIED 
i BY DISTANCE FROM GENERAL HEADQUARTERS AS OF JANUARY 1, 1940 


Sales to 

,—Population Served *—t -Ultimate Consumers- N , -Average Sales- 

Distance from Weighted Average Per Per No. of Average Per 

General /-Typical Bills* ■■ ■ - ^ Cent of j Amount Cent of Com- Population Per Company 

Headquarters 25 KWH 100 KWH 250 KWH Number Total i ($000) Total panics:; per Company Capita (S000) 


Under 200 miles. $1.57 $4.40 $7.83 14,192,818 29.15% $ 385.756 28.82% 124 114.458 27.1S $3,111 

200-500 miles. 1.39 3.95 7.30 14,923,507 30.65 419.83S 31.37 96 155,453 2S.13 4.373 

501-1,000 miles. 1.42 3.86 6.99 11,937,460 24.51 323.475 24.17 108 110,532 27.10 2,995 

1,001-2,000 miles... 1.54 4.35 7.73 6,691,S01 13.74 177.838 13.29 97 6S.9SS 26.5S 1.833 

Over 2,000 miles. 1.32 3.74 6.97 951,375 1.95 31.418 2.35 29 32,806 33.02 1,083 

Total Companies. $1.47 $4.11 $7.43 48,696,961 100.00% $1,33S.325 100.00% 454 107.262 27.48 $2,948 


♦Weighted by "Population Served.” 
f According to 1930 U. S. Census. 
t Companies counted in each state in which they serve. 
Source of all data: Federal Power Commission Reports. 
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Q. Will you now describe the second section of your 
fourth major group of studies? A. This part of my studies 
seeks to determine what relationship, if any, the factor of 
distance of the operating company from general head¬ 
quarters has to each of the same four indexes or measures 
of economy of operation and management which I have 
heretofore used, namely, (1) average typical electric hills, 
(2) average executive expense, (3) average administrative 
and general expense, and (4) management fees. 

Q. In connection with this particular study, have you 
prepared a table entitled, “Management Indexes for Sub¬ 
sidiary Electric Utilities; Classified bv Distance from 
General Headquarters; 1939?” A. Yes. 

(Have Exhibit VII-B-1 marked Exhibit.for 

Identification.) 

Q. Was Exhibit . for Identification (VII-B-1) pre¬ 

pared by you or under your supervision ? A. Yes. 

Q. Do you believe the data set forth thereon to be accu¬ 
rate? A. I do. 

Q. What are the sources of the data set forth thereon? 
A. The data were secured from the same sources as those 
set forth in Exhibits. (IV-B-1) and. (VTI-A-1). 

Q. Please describe Exhibit . for Identification 

(VII-B-1). A. It is a table which classifies the same 454 
holding company subsidiaries into five different groups 
based on the distance of the subsidiaries from the main 
office or general headquarters of their respective holding 
companies. The distance from general headquarters clas¬ 
sifications are the same as those used in Exhibit . 

(VII-A-1). The table shows, as to the group of holding 
company subsidiaries in each of such “distance from gen¬ 
eral headquarters ” classifications, for the year 1939, the 
average typical bills for, respectively, 25, 100 and 250 
KWH of electricity. The table also classifies other groups 
of holding company subsidiaries, less than 454 in number, 
into the same five “distance from general headquarters” 
classifications, and shows as to each such classification the 
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average executive expense per $1,000 of revenue, the aver¬ 
age administrative and general expense per $1,000 of rev¬ 
enue, and the ratio between average administrative and 
general expense and total expenses. The table also classi¬ 
fies in the same five distance from headquarters groups 
those holding company subsidiaries which employ a mutual 
service company for their management, and shows, as to 
each such group, the average management fees per $1,000 
of revenue and the ratio between such average manage¬ 
ment fees and total expenses. 

(Here offer Exhibit . for Identification 

(YII-B-1) in evidence.) 

Q. What does Exhibit . (VII-B-1) indicate with 

respect to the relationship of distance of the operating 
company from its general headquarters to the economy of 
management and operation thereof, as measured by aver¬ 
age typical bills for 25, 100 and 250 KWII of electricity? 
A. Xone of the variations between average bills for the 
companies in the several distance from headquarters clas¬ 
sifications are verv marked. The highest average bills are 
found for companies located from 1,000 to 2,000 miles from 
general headquarters. Then come the locally managed 
companies, that is, the companies less than 200 miles from 
headquarters with the next highest average bills. The 
companies more than 2,000 miles away are third in line and 
the lowest average bills are found for companies located 
from, -00 to 1,000 miles from general headquarters. To 
state it differently, the table shows statistically that the 
most efficient operations, as measured by this particular 
index, are exhibited by the companies within the 200 to 
1,000 mile radius and that the least efficient operations are 
exhibited by the companies within 200 miles from head¬ 
quarters and between 1,000 and 2,000 miles from head¬ 
quarters, with the most distant units, that is the companies 
more than 2,000 miles away, being generally in between 
these two groups. The table presents rather convincing 
evidence that mere increase in the distance of the operat¬ 
ing company from general headquarters in and of itself 
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does not tend to be accompanied by any change in the 
average amount of electric bills. 

Q. You have just called attention to the fact that sub¬ 
sidiaries operating within areas 200 to 1,000 miles from 
headquarters show the lowest average electric bills. Has 
that fact any significance, in your opinion? A. My opin¬ 
ion, formed after some investigation, is that a very plau¬ 
sible explanation lies in the fact that the general head¬ 
quarters for most of the public utility holding companies 
are either in New York, Boston or Philadelphia. Thirty- 
two out of the 44 holding company systems included in my 
studies have headquarters in the three cities mentioned, 
and 322 out of the total of 456 holding company subsidi¬ 
aries are controlled by said 32 systems. Seventy-eight per 
cent, of all sales of electricity by holding company sub¬ 
sidiaries are accounted for bv the subsidiaries of the 32 
holding companies whose headquarters center in New 
York, Boston and Philadelphia. Likewise, 7S% of the 
population served by holding company subsidiaries is 
served by companies whose holding company headquarters 
are in the general area of said three cities. These facts 

establish bevond a doubt that the statistics in Exhibit. 

(VII-B-1) are dominated by a geographical center which 
is either in or near New York City. The fact that the 
statistics are so dominated by this single geographic center 

of influence neeessarilv means that areas marked bv various 

» * 

radii from that central point will embody parts of the 
L'nited S’tates which have essentially different economic 
and geographic characteristics. The result, so far as the 

distance classification used in Exhibit . (VII-B-1) is 

concerned, is to locate the various distance from head¬ 
quarters areas in sections of the country which have essen- 
tiallv different economic characteristics which in turn 
means that utilities operating in the various areas in ques¬ 
tion are operating under vastly different conditions. 

Q. In this connection, Dr. Waterman, have you pre¬ 
pared a chart or map entitled, “Population Density 
Affecting Electric Utility Subsidiaries in Political and 
Geographical Subdivisions (1939)”? A. Yes. 
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(Have Exhibit VII-B-2 marked Exhibit.for 

Identification.) 

Q. Was Exhibit . for Identification (VII-B-2) pre¬ 

pared by you or under your supervision? A. Yes. 

Q. Do you believe the data set forth thereon to be accu¬ 
rate? A. I do. 

Q. Please describe Exhibit . for Identification 

(VII-B-2). A. It is an outline map of the United States 
on which are indicated the same nine geographic or politi¬ 
cal subdivisions which I employed in Exhibits.to. 

(IV-A-4-a to IV-A-4-i) which have heretofore been de¬ 
scribed and introduced in evidence. On the map appear 
also a series of concentric arcs all radiating from Xew 
York City. The smallest of the arcs is drawn at a radius 
of 200 miles from Xew York City. The second concentric 
arc is drawn at a radius of 500 miles from Xew York City, 
the third at a radius of 1,000 miles and the fourth at a 
radius of 2,000 miles. The areas between the concentric 
arcs correspond, of course, to the distance from general 

headquarters classifications set forth in Exhibit . 

(VII-B-1). The map also contains two sets of population 
figures, one set for the “distance from general head¬ 
quarters ” areas which we have been discussing, and the 
other set for the nine geographical subdivisions referred 
to. iThe figures at the map boundaries indicate the aver¬ 
age population per holding company subsidiary within 
each of the five distance from general headquarters areas 
as measured from the dominant center of holding company 
management, namely, Xew York City. The map also shows 
a measure of population density in each of the nine geo¬ 
graphical subdivisions heretofore mentioned, this popu¬ 
lation density being expressed in terms of population per 
holding company subsidiary and average community size. 

(Here offer Exhibit.for Identification (VII- 

B-2) in evidence.) 

Q. What light, if any, does Exhibit.(VII-B-2) shed 

on the average bill figures appearing on Exhibit _ 
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(VII-B-1)? A. Although the cities, mountains, deserts, 
swamps, etc. are not sketched in on the map, which is now 
Exhibit. (VII-B-2), it may readily be observed there¬ 

from that the area within 200 miles from New York City is 
one of concentrated population and high purchasing power; 
that the area between 200 and 500 miles from New York 


City also includes populous cities and prosperous country¬ 
sides; that the area between 500 and 1,000 miles from New 
York City is one of adequate population and generally 
advantageous operating characteristics from the viewpoint 
of a public utility; that the area between 1,000 and 2,000 
miles from New York City is dominated by sparse popula¬ 
tions and sparser pocketbooks, except for a relatively few 
spots where populations are sufficiently concentrated to 
make satisfactory utility operations possible; and that the 
territory more than 2,000 miles from New York City is in 
part very mountainous and sparsely settled and in part 
relatively favorable for utility operations where, in the 
Pacific States, average community size points to favorable 
population concentrations. This map not only establishes 
characteristically different operating conditions in the sev¬ 
eral distances from headquarters areas as based on New 
York City, but also indicates accompanying differences in 
average company sizes which, we have already seen, parallel 
variations in average electric bills. In view of the factors 
I have mentioned, we would naturally expect to find that 
the companies located from 1,000 to 2,000 miles from New 
York City would have higher average bills than companies 
in the other distance from headquarters classifications; and 
that is just what Exhibit.. (VII-B-1) shows on a statis¬ 

tical basis. 


Q. What is your general conclusion with respect to the 
relationship of distance of the operating company from 
general headquarters upon electric bills? A. My studies 
indicate that distance of the operating companies from the 
main office of their respective holding companies is a factor 
showing a negligible relationship so far as the size of elec¬ 
tric bills is concerned. The fact that the lowest average 
bills are found for companies located from 200 to 1,000 
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miles ifrom general headquarters, and the fact that the 
average hills for companies located less than 200 miles from 
general headquarters arc higher than those of companies 
more than 2,000 miles from general headquarters, not only 
tends to destrov anv statistical correlation between distance 
from general headquarters and average electric bills, but 
also plainly suggests the dominant influence of some other 
factors, such as, size of operating company, size of com¬ 
munity served, or character of community served. In any 
event,iit is clear that there is no evidence that average elec¬ 
tric bills tend to change in any set manner as the distance 
of the operating company from general headquarters in¬ 
creases. 

Q. What does Exhibit . (YII-B-1) indicate with 

respect to the relation of distance of operating company 
from general headquarters to economy of management and 
operation of utilities, as measured by average executive 
expense per $1,000 of revenue? A. The figures as to aver¬ 
age executive expense for the companies in the several dis¬ 
tance from general headquarters classifications follows the 
same patternless path that we found in the average elec¬ 
tric bill figures, except that the average executive expense 
figure Ifor the most distant group of subsidiaries is higher 
than those for the companies in any other distance from 
general headquarters bracket. The fact that there are only 
16 companies in the group of those most distant from head¬ 
quarters casts doubt on the statistical reliability of the 
average figures for that group. But quite apart from that 
point, the fact that the average executive expenses of the 
locally managed companies, that is, the companies less than 
200 miles from general headquarters, is greater than that 
for the companies between 200 and 500 miles from general 
headquarters, and greater than that for the companies 
between 500 and 1,000 miles from general headquarters, 
precludes any conclusion that the average executive expense 
tends to increase as the distance of the operating company 
from general headquarters increases. It seems clear from 

a consideration of Exhibits. (VII-B-1) that the factor 

of distance of operating company from general headquarters 
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is in and of itself a wholly negligible quantity so far as 
executive expense is concerned. 

Q. What does Exhibit . (VII-B-1) indicate with 

respect to the relationship between distance of operating 
company from general headquarters and economy of man¬ 
agement and operation of utilities, as measured by average 
administrative and general expense per $1,000 of revenue? 
A. Looking at the first four distance from general head¬ 
quarters classifications under this index, there might appear 
to be a statistical tendency for average administrative and 
general expense to increase as the distance of the operat¬ 
ing company from general headquarters increases. There 
is no appreciable difference, however, between the figures 
for the 200 to 500 mile group of companies and those for 
the 500 to 1,000 mile group of companies. Moreover, the 
suggested trend is sharply broken by the fact that the 
average administrative and general expense for companies 
more than 2,000 miles distant from general headquarters is 
less than that of companies between 1,000 and 2,000 miles 
from general headquarters and practically identical with 
that of companies between 200 and 1,000 miles from general 

headquarters. Viewing Exhibit.(VII-B-1) in terms of 

administrative and general expense, I have no hesitancy in 
concluding that mere increase in the distance of the operat¬ 
ing company from general headquarters shows no tendency 
to be accompanied by any relation, adverse or otherwise, to 
the economy of management and operation thereof as meas¬ 
ured by average administrative and general expense. 

Q. What does Exhibit . (VII-B-1) indicate with 

respect to the relationship of distance of the operating 
company from general headquarters to economy of manage¬ 
ment and operation, as measured by management fees per 
$1,000 of revenue? A. This particular index, of course, 
applies only to those holding company subsidiaries which 
use mutual service companies for management. The aver¬ 
age figures for this index move up and down without regard 
to increase or decrease in the distance of the operating com¬ 
pany from general headquarters. The highest average 
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figures are found for the locally managed companies, that 
is, the companies less than 200 miles from general head¬ 
quarters. The expense element represented by travel and 
communication might be expected to vary with distance, 

but the figures on Exhibit. (VII-B-1) do not seem to 

be influenced by this factor. In my opinion, the size of man¬ 
agement fees is essentially a matter of individual holding 
company system policy and characteristics which prevail 
regardless of distance of the operating company from gen¬ 
eral headquarters. 

Q. Looking at all your studies on the particular point 
undej- discussion, what is your general conclusion? A. The 
evidence indicates that a mere increase in the distance of 
the operating company from the main office of its holding 
company is not accompanied by any changes in the manage¬ 
ment indexes which, by any stretch of the imagination, could 
be taken as measuring a significant relationship between 
such distance factor and the economy and efficiency of the 
management and operation of the operating company. 
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(II-C-1,2, 3, & 4) 

MANAGEMENT INDEXES FOR SUBSIDIARY ELECTRIC UTILITIES; CLASSIFIED 
BY DISTANCE FROM GENERAL HEADQUARTERS; 1939 


Av. Executive Av. Adm. & Av. Adm. & Gen’l Av. Mgrt. Fees 

Distance from Expense per Gcn‘1 Expense Expense as Per Cent Av. Mgt. Fees per as Per Cent of 

General Headquarters , -Average Typical Bills-\ , -$1,000 Rev.-\ ,—per $1,000 Rev.— N ,—of Total Expense— s ,—$1,000 Revenue*— s ,—Total Expense*— N 

No. of No. of No. of No. of No. of No. of 

Distance Groups Companies 25 KWH 100 KWH 250 KWH Companies Av. Companies Av. Companies Av. Companies Av. Companies Av. 


Less than 200 miles. 124 $1.82 $4.84 $S.62 100 $14.15 86 $66.73 86 13.26% 82 $20.80 67 3.61% 

200 to 500 miles....... 96 1.67 4.50 8.06 73 12.80 61 71.S3 61 16.18 56 14.10 42 3.00 

501 to 1,000 miles. 108 1.70 4.45 7.95 77 12.57 67 72.20 65 16.45 48 8.78 40 2.06 

1,001 to 2,000 miles. 97 1.87 4.S4 8.61 52 14.72 48 85.5S 47 19.98 51 12.91 37 2.74 

Over 2,000 miles. 29 1.S3 4.78 S.25 16 21.78 10 73.51 10 17.45 9 9.84 7 2.39 

Total companies. 454 $L77 $L67 $SJ2 318 $13.93 272 $72.80 269 16.02% 246 $14.89 193 2.95% 

Per cent sample by sales.. . 100 100 100 98 . 98 _ 97 . 98 . 89 . 


* Includes only those companies operating under mutual service agreements. 
Source of data: Moody's Manual of Public Utilities. 1940. 
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Q. Will you please describe the third section of your 
fourth major group of studies? A. This section of the 
studies seeks to determine what relationship, if any, dis¬ 
tance of the operating company from the main office of its 
holding company has to each of the several ratios of income 
administration which I have utilized in connection with 
prior studies to measure efficiency of financial management. 

Q. In this connection, have you prepared a table en¬ 
titled, “ Income Administration Ratios of Subsidiary 
Utilities; Classified According to Distance from General 
Headquarters, 1939”? A. Yes. 

(Have Exhibit VII-C-1 marked Exhibit.for 

Identification.) 

Q. Was Exhibit . for Identification (VII-C-1) pre¬ 

pared by you or under your supervision? A. Yes. 

Q. Do you believe the data set forth thereon to be accu¬ 
rate? A. I do. 

Q. What were the sources of the data set forth thereon? 
A. The data were secured from the same sources as those 

set forth on Exhibits . (IV-C-5) and . (VII-C-1), 

which sources have alreadv been described. 

Q. Please describe Exhibit . for Identification, 

(VII-C-1). A. It will be recalled that in Exhibit . 

(VI-C-1) 221 holding company subsidiaries were classified 
into various size of holding company system classifications. 

Exhibit.for Identification, (VII-C-1) is a table which 

classifies the same 221 holding company subsidiaries into 
five different groups based on the distance of the operat¬ 
ing company from the main office or general headquarters 
of its holding company. The table shows as to the group 
of companies comprising each distance from general head¬ 
quarters classification, for the year 1939, the same ratios 
of income administration as were utilized in previous 
Exhibits. 


(Here offer Exhibit 
(VII-C-1) in evidence.) 


for Identification 
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Q. What does Exhibit . (VII-C-1) indicate with 

respect to the relationship between distance of operating 
companies from their respective holding company general 
headquarters and the soundness of their financial manage¬ 
ment, as measured bv the various indexes which vou have 
employed? A. It does not afford any evidence that the 
factor of distance of operating company from its holding 
company headquarters in and of itself has any relationship 
whatsoever to the soundness or quality of the financial 
management of the operating company. The several ratios 
for the last three distance from general headquarters clas¬ 
sifications appear to be practically identical throughout the 
table. While it does appear that the companies located 
less than 200 miles from general headquarters distribute 
a much smaller proportion of their earnings to bondholders 
and preferred stockholders, (column c), and by the same 
token, a larger portion of their earnings to common stock¬ 
holders (column d), than do the companies more than 200 
miles from general headquarters, the explanation for this 
variance need not lie in variations of the distance of oper¬ 
ating companies from headquarters when it could as well 
be related to the fact of geographical location. For exam¬ 
ple, of the GS subsidiaries comprising the class located 
less than 200 miles from general headquarters, 57, or S4%, 
thereof, belong to holding company systems whose general 
headquarters are located in Xew York City or vicinity. 
This means, of course, that the subsidiaries comprising 
this particular distance from headquarters classification 
are dominated by Xew York and Xew England operating 
companies, and thus do not in any sense comprise a repre¬ 
sentative class from a geographical point of view. Inci¬ 
dentally, it may be noted that, as shown on Exhibit . 

(VII-^\-l), the weighted average electric bills of the com¬ 
panies in this particular classification are higher than 
those of the companies in any other distance from general 
headquarters classification. 

It may also be noted that the payment of relatively 
larger average common stock dividends by companies lo¬ 
cated less than 200 miles from their respective general 
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headquarters resulted in the total distributions for use of 
capital for companies in that group being higher than for 
any of the other distance from headquarters groups. 

Q. In your opinion, as the result of your studies, do 
differences in the distance of operating utilities from their 
respective holding company general headquarters tend to 
be accompanied by any significant differences in the quality 
of financial management of such operating utilities? A. 
None whatsoever. 


VII-C-1 

(III-B-3) 


Exhibit 


INCOME ADMINISTRATION RATIOS OF SUBSIDIARY UTILITIES; CLASSIFIED 
ACCORDING TO DISTANCE FROM GENERAL HEADQUARTERS, 1939 



Averages 

a 

b 

c 

(100 —a) 

d 

(c + d) 

f 

(100 —b) 

(100*—e) 

Distance from 

General Headquarters 

Number of 
Companies 

Common 
Stock 
Earnings 
as Per 

Cent of 
Income 

Common 
Dividends 
as Per 
Cent of 
Common 
Stock 
Earnings* 

Interest 

Plus 

Preferred 
Dividends 
as Per 

Cent of 
Income 

Common 
Stock 
Dividends 
as Per 
Cent of 
Income 

Earnings 
Spent 
for All 
Capital 
as Per 
Cent of 
Income 

Earnings 
Retained 
as Per 
Cent of 
Common 
Stock 
Earnings* 

Earnings 
Retained 
as Per 
Cent of 
Income 


Less than 200 miles. 68 64.0 73.5 36.0 56.1 92.1 26.5 7.9 

200 to 500 miles. 47 40.0 52.5 60.0 25.7 85.7 47.5 14.3 

501 to 1,000 miles. 59 29.2 44.3 70.8 17.8 88.6 55.7 11.4 

1,001 to 2,000 miles. 38 30.7 43.0 69.3 15.4 84.7 57.0 15.3 

Over 2,000 miles. 9 32.1 34.3 67.9 16.5 84.4 65.7 15.6 

Total Companies. 221 42.6 54.9 57.4 30.8 88.2 45.1 11.8 


♦Average computed excluding 12 companies neither earning nor paying common stock dividends. 
Source of data: Moody’s Manual of Public Utilities, 1940. 
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Q. Now, will you please describe the fourth section in 
your fourth major group of studies? A. This section of the 
studies seeks to determine what relationship, if any, the 
factor of distance of the operating company from the main 
office or general headquarters of its holding company might 
bear to each of the several indexes or measures which have 
been employed as in previous studies to measure protec¬ 
tion of investors. 

Q. In this connection, have you prepared a table entitled, 
“Investor Protection Ratios of Subsidiary Utilities Classi¬ 
fied According to Distance from General Headquarters, 
1939”? A. Yes. 

(Have Exhibit VII-D-1 marked Exhibit.for 

Identification.) 

Q. Was Exhibit . for Identification (VII-D-1) pre¬ 

pared by you or under your supervision? A. Yes. 

Q. Do you believe the data set forth thereon to be accu¬ 
rate? A. I do. 

Q. Where were the data thereon secured? A. From the 

same sources as the data appearing on Exhibits. (IV- 

D-l) and.(VII-D-1), which sources have been previously 

stated. 

Q. Please describe Exhibit. (VII-D-1) for Identifi¬ 

cation. A. It is a table which classifies three groups of 
holding company subsidiaries, constituting, respectively, 
210, 161 and 221 companies, into five classifications based 
on the distance of the operating companies from the main 
office of their respective holding companies. These are the 
same three groups of holding company subsidiaries which 
were classified in different ways on earlier exhibits. These 
three groups are classified in the same five distance from 
general headquarters classifications which I have used in 
this fourth group of studies. This particular table shows, 
in respect of the bonds and preferred stocks of companies 
in each of said five distance from headquarters classifica¬ 
tions, (1) the average number of times bond interest has 
been earned, (2) the average percentage of gross revenue 
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remaining after bond interest, (3) the average number of 
times bond interest plus preferred stock dividends have been 
earned, (4) the average percentage of revenue remaining 
after both bond interest and preferred stock dividends, and 
(5) the average ratio of common stock earnings to income. 

(Here offer Exhibit.for Identification (VII- 

D-l) in evidence.) 

Q. IVhat does Exhibit . (YII-D-1) indicate with 

respect to the relrtionship of distance of the operating com¬ 
pany from its general headquarters to the protection 
afforded to bondholders and preferred stockholders of such 
company, as measured by the several indexes of investor 
protection which you have employed in these studies? A. 
The “times interest earned” ratios and the “times pre¬ 
ferred stock dividends and interest earned ratios” for all 
companies more than 200 miles distant from their respec¬ 
tive general headquarters are practically identical. The 
failure of the bond interest coverage ratios or the preferred 
dividends and bond interest coverage ratios to show any 
significant increases as the distance from headquarters 
increases from 200 miles to more than 2,000 miles, sufficiently 
negatives any conclusion that there is any relationship 
between interest and preferred dividend coverage and dis¬ 
tance of the operating company from general headquarters. 

It does appear statistically that the companies located 
less than 200 miles from general headquarters average 
much greater interest coverage and preferred stock divi¬ 
dend coverage than the companies in the other four groups. 
This result is naturally to be expected in view of the fact, 
previously mentioned, that these companies in the less than 
200 miles from headquarters group show smaller average 
payments of bond interest and preferred dividends than all 
other holding company subsidiaries; they have more con¬ 
servative financial structures than companies away from 
New York and Xew England. Of the 56 companies which 
comprise the class located less than 200 miles from general 
headquarters, and in respect of which the average “times 
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interest earned’’ ratio was derived, 46 or 82% thereof, are 
controlled from New York City or vicinity. Of the 32 
companies which comprise the class of companies located 
less than 200 miles from general headquarters and in respect 
of which the average times interest plus preferred divi¬ 
dends earned ratio was derived, 23 thereof, or 72% thereof, 
are controlled from New York City. The higher common 
stock-equity ratio typical of these New York-New England 
holding company subsidiaries is a fact which carries as 
obvious a relation to their geographic location as it does to 
their nearness to headquarters. 

It may be pointed out in passing that whatever sig¬ 
nificance there might seem to be in the higher coverage 
figures on the part of the so-called “local” subsidiaries 
from the point of view of investor protection is greatly 
minimized by the fact that the average percentage of gross 
revenue remaining after payment of interest for these com¬ 
panies in the less than 200 mile class does not average 
significantly above that of the companies in the other dis¬ 
tance from headquarters classes. 

Q. AVhat is your general conclusion with respect to the 
particular point under discussion? A. In my opinion mere 
distance of operating companies from the main office of 
their respective holding companies in and of itself does not 
tend to be related in any way to the character and quality 
of the protection accorded to the investors in the securities 
of such operating company. 


Exhibit 


VII-D-1 
(IV-C-1,2, 3) 


INVESTOR PROTECTION RATIOS OF SUBSIDIARY UTILITIES CLASSIFIED ACCORDING 

TO DISTANCE FROM GENERAL HEADQUARTERS, 1939 


Bond 

Protection 


Preferred Stock 
Protection 


Distance from Number 

General of 

Headquarters Companies 


Less than 200 miles. 56 

200 to 500 miles. 47 

501 to 1,000 miles. 59 

1,001 to 2,000 miles. 38 

Over 2,000 miles. 10 

Total Companies. 210 


Average 

Times 

Interest 

Earned 

Average 

Per Cent 
Revenue 
Remaining 
after 
Interest 

Number 

of 

Companies 

Average 

Times 

Dividends 

and 

Interest 

Earned 

8.2 

17.8% 

32 

2.0 

2.7 

17.3 

38 

1.8 

2.4 

14.8 

51 

1.5 

2.1 

15.2 

32 

1.5 

2.1 

16.7 

8 

1.7 


4.0 16.3% 161 1.7 


Average 
Per Cent 
Revenue 
Remaining 
after 
Preferred 
Dividends 


10.9% 

11.9 

8.5 
10.0 

9.6 

To.i% 


Number 

of 

Companies 


Balance of 
Income 

Average 
Common 
Stock 
Earnings 
as Per 
Cent of 
Income 


68 64.0% 

47 40.0 

59 29.2 

38 30.7 

9 32.1 

221 42.6% 


Source of data: Moody's Manual of Public Utilities. 


* 
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Q. Up to this point, Dr. Waterman, you have discussed 
the relationship, or lack of relationship, between certain 
factors, such as holding company control, size of operating 
company, and so forth, which we have usually referred to 
as the regulatory or remedial devices of Section 11, and 
certain other factors, such as cost of electric service to 
consumers, economy of management and operation of 
utilities, economy and efficiency of financial management of 
utilities, and protection of investors, which latter factors 
we have referred to as the objectives of the Act. Xow, have 
you made any further study within the general field of the 
studies alreadv described? A. Yes. I made a studv de- 
signed to determine whether the fact that an operating 
utility is controlled by a holding company in and of itself 
tends to hinder or otherwise adversely affect the regulation 
of such operating utility by State regulatory commissions. 

Q. What specifically led you to make this particular 
study? A. At the time of my original conversations with 
counsel for the respondents, which I have already men¬ 
tioned, they called my attention to several references in 
Section 1 and elsewhere in the Public Utility Holding Com¬ 
pany Act, to the phrase “effectiveness of State regulation 
of utility companies”, or similar phrases; and they stated 
that they had been considering whether it was possible to 
determine statistically the relationship between effective¬ 
ness of State regulation of utilities and factors such as 
holding company control, size of operating company, and 
so forth. They questioned the relevance of such an inquiry 
to the general subject matter under discussion and stated 
that it seemed perfectly clear that effectiveness of regula¬ 
tion, in and of itself, was not a legislative objective of 
the Act; that obviously effective public regulation of utilities 
was referred to and sought merely as a means of accomplish¬ 
ing the fundamental objectives of the Act, such as low cost 
of utility service to consumers and protection of investors; 
and that accordingly it seemed to them that the best way of 
determining the relationship of a factor such as holding 
company control to the effectiveness of State regulation 
was to test the relationship of holding company control to 


1124 


vm—2,3, 4 


statutory objectives such as the cost of utility service to 
consumers and protection of investors, since, they said, 
effectiveness of regulation was desired as a means to such 
objectives. They asked me, however, whether in my opinion 
it was possible to devise any indexes or measures for testing 
statistically the relationship between effectiveness of State 
regulation of utilities, as such, and the factor of holding 
company control of utilities. 

Q. lYkat was your reply to that question? A. I said 
that in my opinion it was not possible to measure statis¬ 
tically and objectively so intangible a thing as effectiveness 
of public regulation of utilities. I did say, however, that I 
thought it would be both practicable and possible to analyze 
certain factors affecting regulation of utilities by State 
regulatory bodies not primarily on the basis of statistics 
but on the basis of current facts and opinions gathered from 
State and Federal reemlatorv officials and from observation 
of specific cases and from what seemed to me to be the reason¬ 
able logic of the situation. Such an analysis, I said, should 
afford a basis for arriving at an intelligent opinion respect¬ 
ing the relationship of holding company control to the 
effectiveness of State regulation. Counsel for respondents 
thereupon asked me to undertake such a study; and they 
suggested that I should not undertake an historical study 
of the question but should endeavor to ascertain the current 
facts regarding the situation as it exists at the present time. 

Q. And you did undertake such a study? A. Yes. 

Q. "What were the factors affecting State regulation of 
utilities which you undertook to analyze? A. It seemed to 
me that there are three possible channels through which 
public utility holding companies could exert influence over 
their respective operating subsidiaries in a manner which 
might conceivably impede the effectiveness of State regula¬ 
tion of such subsidiaries. 

In the first place, mutual service affiliates often perform 
managerial and supervisory services for or on behalf of 
their i operating subsidiaries and, of course, they make 
charges for such services, said charges being generally 
known as “management fees.” If such management fees 
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are excessive in amount, the operating subsidiaries might 
be injured to such an extent that the interests of consumers 
served by such operating subsidiaries or the interests of 
holders of securities of such operating subsidiaries would 
be adversely affected. This possibility presents the question 
whether there is anything inherent in the nature or char¬ 
acter of such management fees which prevents State regu¬ 
lation thereof from being as effective and as efficient as 
State regulation of corresponding charges of independent 
utilities. 

Moreover, if the managerial or supervisory services per¬ 
formed for or on behalf of the operating subsidiaries by 
service affiliates are inefficient or of an inferior quality, the 
efficiency of the operating subsidiaries might be impaired 
to such an extent that the interest of consumers served by 
such subsidiaries or the interests of the holders of the secu¬ 
rities of such subsidiaries would be adversely affected. 
This possibility presents the question whether there is any¬ 
thing inherent in the nature or character of such managerial 
and supervisory services which would necessarily prevent 
State regulation thereof from being as efficient or effective 
as State regulation of corresponding services performed 
by or for independent utilities. 

In the third place, the holding company, as owner of the 
controlling voting equity of its operating subsidiaries, pos¬ 
sesses the same powers and responsibilities as any control¬ 
ling stockholder or group of controlling stockholders with 
respect to the policies of the operating enterprise. It is, of 
course, possible that such control over the policies of the 
operating subsidiary might be exerted in such a way as to 
attempt to hinder the effectiveness of State regulation of 
such subsidiary. This possibility presents the question 
whether there is anything inherent in the nature or char¬ 
acter of control of the voting equity of an operating utility 
by a holding company which prevents State regulation of 
said utility from being as effective and as efficient as it 
might be if such voting control were not possessed by a 
holding company. 
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Q. How did you undertake to analyze the relationship 
of the three factors which you have mentioned to the effec¬ 
tiveness of State regulation of operating subsidiaries? A. 
Obviously, such factors as the reasonableness of manage¬ 
ment fees, the quality of managerial services, and the influ¬ 
ence of ownership or voting control do not readily permit 
of statistical comparisons or objective study. Accordingly, 
my analyses with respect to the three factors in question 
have been based primarily on current facts and opinions 
gathered from State and Federal regulatory officials and 
from observation of specific cases of State regulatory activi¬ 
ties in respect of utilities. When it came to analyzing the 
relationship of ownership or voting control over operating 
subsidiaries to the effectiveness of State regulation, the 
problem resolved itself essentially into a study of corporate 
attitudes, that is, a study or comparison of the attitudes 
which the managements of holding company subsidiaries 
and independent utilities, respectively, take with respect to 
State regulation. To aid in the analysis of such corporate 
attitudes, I attempted to secure certain relevant information 
by sending a questionnaire to all the various State commis¬ 
sions having jurisdiction over public utilities. 

Q. Do you have a copy of that questionnaire and the 
form of letter which accompanied it? A. Yes. 

| (Have Exhibit VEH-A-l marked Exhibit.for 

^identification.) 

Q. Is Exhibit.for Identification (VIII-A-1) the form 

of questionnaire and the form of letter to which you have 
referred? A. Yes. 

, (Here offer Exhibit . for Identification 

(VIII-A-1) in evidence.) 

Q. Please describe the questionnaire which is now 

Exhibit . (YTII-A-1), the results obtained therefrom, 

and the use which you made of such results. A. The ques¬ 
tionnaire was designed to ascertain the experience of the 
several State regulatory commissions with respect to the 
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cooperativeness of all the operating utilities under their 
respective jurisdictions as to various phases of the regu¬ 
latory process, such as regulation of rates, regulation of 
accounting practices, and regulation of security issues. By 
the questionnaire, each State regulatory commission was 
asked to rate each utility under its jurisdiction which was 
involved in any formal or informal proceeding before it 
during the year 1939 as to the character and quality of its 
cooperativeness in various matters within the jurisdiction 
of the commission. It will be noted that the questionnaire 
was set up so as to avoid leading or suggesting the replies 
in order to obtain fair and unbiased responses. For exam¬ 
ple, there was nothing about the questionnaire which would 
indicate that it was being used as a basis for making any 
comparisons as between holding company subsidiaries and 
independent utilities; that is to say, the questionnaire 
asked for data in respect of individual utilities to be named 
by the respective commissions. Because the data was fur¬ 
nished with respect to individual, named utilities, I was 
able to classify the results as between holding company 
subsidiaries and independent utilities. 

I received answers to the questionnaires from 21 out 
of the 42 State regulatory commissions to which the ques¬ 
tionnaires were sent. Most of the answers to the ques¬ 
tionnaires were complete and satisfactory. In some cases, 
the answers did not have the blessing of the State regu¬ 
latory commission itself but represented the personal views 
of one of the members of the commission or of a member 
of the commission staff. My inquiry cr research, of course, 
did not end with the replies to the questionnaire. I went 
further and corresponded with and actually interviewed 
personally a large number of members of the various State 
regulatory commissions and their staffs. My opinions and 
conclusions are based on such interviews and correspond¬ 
ence as well as on the answers to the questionnaires. 

Q. Will you now take up the first of the three factors 
which you mention, namely, management fees, and discuss 
the same from the point of view of effectiveness of State 
regulation thereof as of the present time? A. Manage- 
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ment fees have been a major source of complaint on the 
part of State regulatory commissions with respect to the 
regulation of the operating subsidiaries of holding com¬ 
panies. In the past, this complaint was primarily predi¬ 
cated on the fact that State regulatory commissions did 
not have access to adequate sources of information con¬ 
cerning the actual costs of rendering the management ser¬ 
vices in respect of which the management fees were paid. 
Some, at least, of the State commissions were not satis¬ 
fied with the type of evidence presented by such operating 
subsidiaries to show that they were getting their “money’s 
worth" for the managerial fees paid by them. In recent 
years, this situation has been changed by reason of the 
enactment of the Public Utility Holding Company Act. 
Pursuant to power vested in it by the Act, the S.E.C. has 
issued rules and regulations requiring annual and special 
reports! with respect to management fees by mutual ser¬ 
vice companies and by operating subsidiaries of registered 
holding companies. These reports make generally avail¬ 
able data with respect to management fees which were not 
available prior to the enactment of the Act. Thus at the 
present time there is no lack of information available to 
State regulatory commissions with respect to management 
fees. This is especially true because the Act appears to 
provide for cooperative action by the S.E.C. and State 
regulatory commissions, at the request of the latter, with 
respect to regulation of management fee contracts and 
other matters. 

It is, of course, true that not all States have regulatory 
commissions and not all State commissions have authority 
to regulate management service contracts. It is, however, 
wholly within the powers of all State legislatures to provide 
for State regulatory commissions with adequate powers to 
regulate management fees, and today adequate sources of 
information exist which would permit effective State regu¬ 
lation of such matters. 

But whatever may be the situation at the present time 
so far as State regulation of management fees is concerned, 
since the enactment of the Public Utility Act of 1935 the 
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interests of consumers of gas and electricity and of investors 
in utilities would seem to be adequately protected, so far 
as the regulation of management fees is concerned, by the 
comprehensive powers vested in the S.E.C. 

Q. "What is your general conclusion with respect to the 
effectiveness of regulation of management fees at the pres¬ 
ent time ? A. In my opinion, there is no evidence that at the 
present time State regulation of management fees is less 
efficient or effective than State regulation of corresponding 
charges of independent utilities; certainly there is no reason 
why it need be less efficient and effective. Moreover, at the 
present time, so far as operating subsidiaries of registered 
holding companies are concerned, the regulation of manage¬ 
ment fees by the S.E.C. is clearly even more comprehensive 
and effective, by and large, than State regulation of the 
charges to independent utilities for management services. 

Q. "Will you now turn to the second of the three factors 
which you have mentioned, namely, quality of service by 
management companies, and discuss the same from the point 
of view of effectiveness of State regulation thereof? A. In 
my opinion, no reason exists at the present time why State 
regulatory commissions cannot regulate the quality of ser¬ 
vice rendered to holding company subsidiaries by mutual 
service companies as effectively and efficiently as they can 
regulate the quality of any type of managerial service per¬ 
formed for independent utilities; and there is no evidence 
that at the present time State regulation of the quality of 
service performed for holding company subsidiaries by 
service affiliates is less effective than State regulation of 
the quality of the managerial services rendered to inde¬ 
pendent utilities. 

Mv studies disclosed that some State regulatorv com- 

• O v 

missions have a definite preference for dealing with holding 
company subsidiaries served by mutual service companies 
rather than with independent utilities, particularly small 
independents. They indicated that they prefer to deal with 
representatives of service organizations because such per¬ 
sons are usually better trained and more skillful in present- 
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ing and handling the various problems which arise before 
a State regulatory commission. I found, however, that a 
few of the commissions, which may be characterized as 
“weaker commissions” in the sense that they are less well 
financed, have fewer facilities and personnel to carry on 
their functions or have a limited regulatory jurisdiction, 
are less desirous of dealing with representatives of the 
better service organizations because apparently they feel 
themselves at a disadvantage in matching wits with more 
skillful opponents. 

It is generally agreed that the conference method plays 
an important part in modern utility regulation, and my 
survey shows that representatives of holding company sub¬ 
sidiaries are reported to be as willing to cooperate in the 
avoidance of long drawn-out legal contests and other con¬ 
troversies as representatives of independent utilities. My 
survey also shows that data presented to State Commis¬ 
sions in rate, accounting and securitv cases are often more 
complete and in better form when presented by or on behalf 
of holding company subsidiaries than when presented by 
or on, behalf of the smaller independent utilities. 

It is, of course, true that the larger independent utilities 
attain equal skill and completeness in their presentation 
of cases before State commissions and are equally as far¬ 
sighted as holding company subsidiaries in their willingness 
to cooperate with the regulatory process, so that the fact 
I have last mentioned may be considered more a function 
of the size of a utility than of the character of the control 
over the utility. Large independent utilities can and do 
afford the same advantages which arise from having cases 
before* State regulatory commissions handled by competent 
and experienced attorneys, accountants, engineers and ex¬ 
ecutives. On the other hand, all holding company sub¬ 
sidiaries, even the very small ones, have these advantages. 

I found that there were some complaints about “stalling 
tactics” before State commissions where important matters 
were at stake; but there was no suggestion that this par¬ 
ticular criticism was any more applicable to holding com¬ 
pany subsidiaries than to independent utilities. 
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Upon a consideration of all the answers to the question¬ 
naires and the correspondence and numerous conferences 
with members of State commissions and with officers and 
employees thereof, I find no criticism of the quality of 
utility management which does not apply equally to inde¬ 
pendent utilities and holding company subsidiaries. 

Q. What is your general conclusion with respect to the 
effectiveness of regulation of the quality of management 
services performed by service affiliates for holding com¬ 
pany subsidiaries ? A. In my opinion, there is at the present 
time no evidence that State regulation of the quality of 
management services performed for holding company sub¬ 
sidiaries is less effective or efficient than State regulation 
of the quality of management services performed by or for 
independent utilities; certainly there is no substantial rea¬ 
son why State regulation need be less effective in one case 
than in the other. Moreover, so far as the operating sub¬ 
sidiaries of registered holding companies are concerned, 
the regulation of the quality of management services 
thereof by the S.E.C. is, by and large, more comprehensive 
and effective than State regulation of the quality of man¬ 
agement services performed by or for independent utilities. 

Q. Will you now turn to the third of the three factors 
which you have mentioned, namely, ownership or voting 
control influence, and discuss the same from the point of 
view of the effectiveness of State regulation. A. In con¬ 
sidering the relationship of voting control of or ownership 
influence over utilities to the effectiveness of State regula¬ 
tion thereof, the matter of corporate attitudes is even more 
important than in connection with the two factors previously 
discussed. The attitudes and intentions of corporations 
are, of course, expressed through the personalities of the 
directors and corporate executives, and from that point 
such attitudes filter down through the line of lesser cor¬ 
porate employees. In the same way, the corporate attitudes 
of a holding company will be reflected in the attitudes of 
any service organization included in the holding company 
system. 
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There could, of course, be no more reasonable expecta¬ 
tion than that one would find good, bad and indifferent 
ownership policies represented, not only in the performance 
of holding company organizations but also in the perform¬ 
ance of independent utilities. Such corporate attitudes were 
the specific objective of the questionnaire previously dis¬ 
cussed which was directed to all State regulatory commis¬ 
sions having jurisdiction over utilities in an effort to ascer¬ 
tain the degree of cooperation with the regulatory process 
exhibited by the various utility companies under the jurisdic¬ 
tion of each commission. Twenty-one commissions replied 
to inquiries pertaining to the cooperation by the utilities 
in rate, accounting and security cases. These replies clearly 
indicate that there is no significant difference between hold¬ 
ing company subsidiaries and independent utilities so far 
as cooperation with State regulatory commissions is con¬ 
cerned. In view of the fact that the questionnaire was so 
devised as not to indicate that any comparisons were in¬ 
tended as between independent utilities and holding com¬ 
pany subsidiaries, it is significant that good, bad and 
indifferent reports were received regarding the coopera¬ 
tiveness of both independent utilities and holding company 
subsidiaries. 

As I have previously stated, the answers to the question¬ 
naires were checked by correspondence and personal inter¬ 
views with members of State commissions and their staffs. 
It is fair to say that practically all the State commissions 
which were interrogated were quite satisfied with their 
ability to cope equally well with independent utilities and 
with holding company subsidiaries within the limits of their 
respective statutory jurisdictions. Moreover, there seems 
to be a universal feeling on the part of all commissions 
interrogated that both groups of utilities are adapting 
themselves to existing regulatory conditions and devices 
with equal facility and willingness. 

I was particularly interested in, and I checked with 
special care, the views of State regulatory commissions and 
their staffs with respect to regulation of security issues of 
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holding company subsidiaries and of independent utilities. 
In view of the complexities involved in matters of financial 
management and security issues, and because of past 
criticisms of the financial policies of public utility holding 
companies, which criticisms in some instances were cer¬ 
tainly well founded, I had expected to find State regulatory 
bodies at least suspicious of holding company influence in 
this regard. I found, however, that State regulatory com¬ 
missions seem to have practically no complaint to make in 
respect of the effectiveness of the regulation of the issuance 
of securities by holding company subsidiaries. Both holding 
company subsidiaries and independent utilities alike are 
generally characterized as being fully cooperative with the 
State commissions in such matters. The reaction which I 
secured on this point is, of course, limited to views expressed 
by those who replied from the 32 States in which there are 
commissions which have jurisdiction over utility security 
issues. 

It may be that the present universal lack of complaint in 
respect of State regulation of utility security issues, both 
those of independents and holding company subsidiaries, is 
due to the effectiveness and influence of Federal regulation 
of securities under the Public Utility Holding Company 
Act and under the Securities Act of 1933; or it may be 
that utilities generally have discovered certain advantages 
in effective public regulation of security issues; but what¬ 
ever may be the cause, the fact is that at the present time 
there is no evidence whatever that holding companies and 
holding company subsidiaries interfere with or impede 
effective State regulation of financial matters to any greater 
extent than independent utilities. 

Specific inquiries regarding the experience of State com¬ 
missions with respect to regulation of matters of utility 
accounting elicited the information that out of 43 cases 
involving such matters cited by the reporting commissions 
there was unsatisfactory cooperation from utilities in only 
five such cases. Two of such five cases involved holding 
company subsidiaries and three of them involved inde¬ 
pendent utilities. 
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It is perhaps significant to note that the greatest number 
of complaints regarding the quality of cooperation in regu¬ 
latory matters between utilities and State commissions per¬ 
tained to natural gas companies. These companies, both 
independent utilities and holding company subsidiaries, are 
units in an adolescent industry and they are but demon¬ 
strating a usual characteristic of adolescents, namely, rebel¬ 
lion against regulation. The complaints with respect to 
lack of cooperation in regulatory matters on the part of 
natural gas companies applied equally to independent utili¬ 
ties as to holding company subsidiaries. 

I made no effort to analyze specifically the influence of 
holding company policies upon State regulation of matters 
such as intra-svstem loans, dividend payments, mergers, 
acquisitions, and like matters. So far as the operating 
subsidiaries of registered holding companies are concerned, 
whatever powers State commissions may have in respect of 
these matters are completely eclipsed and, as a practical 
matter, rendered ineffective, by the comprehensive powers 
conferred on the S.E.C. by Sections 10, 11(b)(2) and 12 
of the Public Utility Holding Company Act. The regulatory 
provisions which are available under Federal statutes for 
the purpose of protecting working capital position or for 
precluding any so-called “milking” of subsidiaries by 
improper loans or excessive dividends or by any other 
device, are in excess of anything that State regulation has 
attempted to attain in these respects. 

Q. Please state your general conclusions as a result of 
the group of studies relating to effectiveness of regulation. 
A. So far as the effectiveness of regulation of the operating 
subsidiaries of holding companies is concerned, there has 
been a substantial change in the situation in recent years. 
Whatever may be the precise cause, relationships between 
State regulatory bodies and those in control of holding 
company systems have steadily improved in the last decade. 

As a result of mv studies and observations, it is mv 
considered opinion that at the present time there is no evi¬ 
dence of any more lack of reasonable cooperation with State 
regulatory authorities on the part of holding companies and 
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holding company subsidiaries than there is on the part of 
independent utilities; nor is there any evidence that the 
effectiveness of State regulation is impeded in any impor¬ 
tant manner by the existence of holding companies. To 
state it more accurately, mv studies indicate that State 
regulation of holding company subsidiaries is at the present 
time as efficient and effective as State regulation of inde¬ 
pendent utilities; certainly there is no reason why State 
regulation of one need be less effective or efficient than of 
the other. 

It is true that the attitudes of some holding company 
systems with respect to public regulation are not beyond 
criticism but the same is equally true of the attitudes of at 
least a proportionate number of independent utilities. I 
cannot say that holding company subsidiaries show atti¬ 
tudes of management and ownership in cooperativeness 
with respect to State regulation which are appreciably supe¬ 
rior to those of independent utilities, but certainly there is 
no evidence that the contrary is true. 

Looking at the overall picture of public regulation of 
utilities, that is, both State and Federal regulation, it is 
quite clear that at the present time the activities of the 
operating subsidiaries of holding companies are more com¬ 
prehensively and effectively regulated than the correspond¬ 
ing activities of independent utilities. This is so because of 
the comprehensive regulatory powers with respect to man¬ 
agement fees, rates, accounting matters, security issues, 
and other matters which have been vested in the S.E.C. 
and the F.P.C. as the result of relatively recent Federal 
legislation. 

Q. Are you generally familiar with the order dated July 
23, 1941, issued by the S.E.C. directing Engineers Public 
Service Company to divest itself of two of its subsidiaries; 
namely Puget Sound Power & Light Company and The Key 
West Electric Company. A. Yes. 

Q. Are you generally familiar with the order entered in 
these proceedings on March 11,1941, directing the respond¬ 
ents to show cause by the S.E.C. should not forthwith issue 
an order requiring Engineers Public Service Company to 
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divest itself of its interest in all subsidiaries other than 
Virginia Electric and Power Company and Savannah Elec¬ 
tric; and Power Company; or, Gulf States Utilities Com¬ 
pany, El Paso Electric Company and Baton Eouge Bus 
Company, Inc.? A. Yes. 

Q. Are you also generally familiar with a similar order 
which has been entered in the proceedings against United 
Gas Improvement Company and its subsidiaries under 
Section 11(b)(1) of the Act? A. Yes. 

Q. Assuming that Section 11(b)(1) is held to be consti¬ 
tutional, and that it is enforced generally against all reg¬ 
istered holding companies by the S.E.C. in the manner indi¬ 
cated by the several orders of the S.E.C. which have been 
mentioned, and that as a result many operating subsidiaries 
of holding companies which are now subject to the regula¬ 
tory i jurisdiction of the S.E.C. will be removed from such 
jurisdiction and left to public regulation by the authorities 
of the particular States in which such operating subsidi¬ 
aries are located, what in your opinion will be the probable 
consequence, so far as the effectiveness of public regulation 
of operating utilities is concerned? A. In my opinion the 
operating subsidiaries which are thus removed from the 
regulatory jurisdiction of the S.E.C. will thereafter in 
many cases be less effectively and less efficiently regulated 
than ithey now are. This will be so because (1) in some 
Statqs there are no State regulatory commissions, (2) the 
scope of the regulatory authority of some of the State com¬ 
missions is quite limited, and (3) the regulatory jurisdic¬ 
tion of the S.E.C. over operating utilities subject to its 
jurisdiction is much more comprehensive in many respects 
than that of any State regulatory commission. 
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Exhibit. 

September 19, 1940 


Dear Mr.: 

Section 1(b) 3 of the Public Utility Holding Company 
Act (1935) cites as one of the basic reasons for the need 
of Federal regulation of holding companies the fact that 
the “ . . . control of subsidiary public-utility companies 
affects the accounting practices and rate, dividend, and 
other policies of such companies so as to complicate and 
obstruct state regulation of such companies . . . .” At the 
time the Holding Company Act was drafted there may 
have been ample evidence throughout the utility industry 
to justify the purpose clause as quoted. At the moment I 
am particularly interested in determining the current facts 
relating to the question, and I am taking the liberty of 
requesting opinions on the matter from the State utility 
commissions. 

The search for facts on this question comprises but one 
phase of a broad study of the economics of public utility 
holding companies which I am undertaking in an effort 
to bring up to date a previous w^ork which I completed 
about 1934. Other angles include studies of rates and 
financing which can and are being studied from published 
sources of information, but I feel that only from the State 
commissions themselves can I get satisfactory answers to 
the questions of the current effectiveness of State regu¬ 
lation as affected by holding company relationships. 

With full realization of the limitations of a question¬ 
naire as a means of assembling more or less qualitative 
data, I have prepared the accompanying form and am 
submitting it to all State commissions with this request for 
cooperation in the determination of current conditions. 
For my part I guarantee that the returns will not be used 
or published in their raw state as statistical evidence lead¬ 
ing to any conclusion one way or the other. Rather, I 
shall use the data as clues to further investigation, with 
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the expectation that interviews and subsequent study will 
provide the basis for final analysis. 

In the light of this statement of objectives and pur¬ 
poses, I hope that “just another questionnaire” will not 
try your patience too greatly and that I may have the 
.courtesy of your cooperation. Also, any comments you 
may care to make beyond the questionnaire regarding the 
effects of holding company control on State regulation will 
be greatly appreciated. If you are interested in the results 
of the study, I shall be pleased to communicate with you 
as the work progresses. 

Very truly yours, 

M. H. Waterman, 
Associate Professor of Finance 
University of Michigan. 

MHW-ELM 
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QUESTIONNAIRE PERTAINING TO THE EXPERIENCE OF 
STATE UTILITY COMMISSIONS, REGULATION OF 
RATES, ACCOUNTING, AND SECURITY ISSUES 

Instructions for Reporting 

1. Please report on all gas and electric company cases appearing on your 
docket during the year 1939. (Indicate calendar or fiscal year 

. ) 

(Date, if fiscal year) 

2. In the appropriate column indicate your opinion of the degree of 
cooperation with management of the utility involved (regardless of 
whether the company is a unit in a holding company system). 

3. Use the following code to express your opinion of the degree of 
cooperation: 

X = Excellent cooperation 
S = Reasonably satisfactory cooperation 
N = Xo cooperation 
T = Obstructionist attitude 

0 =. 

(any other characterization you may wish to include) 

4. It is mutually understood and agreed that these data as reported vAll j 

not be used in any way to represent publicly or in published form the I 
opinion of any particular commission or the attitude of any particular 
company. I 

5. The opinions expressed herein are those of 

a. the commission 
b. 

(an individual) 

6. Name of person to whom subsequent inquiries or reports should be 

addressed: . 


Please return to: Merwin H. Waterman, 

10S Tappan Hall, 
University of Michigan 
Ann Arbor, Michigan. 


0 


check one 


MHW: Form 9 
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®ntteb Stated Court of Uppeate 

For the District of Columbia. 


In the Matter l 

of 

Engineers Public Service Company 

and 

Its Subsidiary Companies. 

Engineers Public Service Company, 

El Paso Electric Company (a Dela¬ 
ware corporation), Virginia Elec¬ 
tric and Power Company, Savan¬ 
nah Electric and Power Company, . 

Gulf States Utilities Company, ) No. 8394. 
Baton Rouge Bus Company, Inc., 

El Paso Electric Company (a 
Texas corporation), El Paso and 
Juarez Traction Company, and 
Engineers Public Service Com¬ 
pany, Inc., 

Petitioners, 

against 

Securities and Exchange 1 

Commission, j 

Respondent. 


Jurisdictional Statement. 

This is a petition by Engineers Public Service Company 
(hereinafter sometimes referred to as “Engineers”) and 
its subsidiary companies, to review final orders of the 
Securities and Exchange Commission (hereinafter called 
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the “Commission”). The first of these orders was dated 
September 16, 1942 and required divestiture by holding 
companies and subsidiaries in the Engineers’ holding com¬ 
pany system of companies and properties owned or operated 
thereby (Pet. App. 159). The other order under review 
is the order of the Commission dated October 6, 1942, 
denying Petitioners’ Petition for Rehearing and for leave 
to adduce additional evidence (Pet. App. 163). 

Jurisdiction of this Court to review said orders is 
invoked under Section 24(a) of Title I of the Public Utility 
Act of 1935 entitled “An Act to provide for control and 
regulation of public-utility holding companies, and for other 
purposes,” Act of August 26,1935, c. 687, Title I (49 Stat. 
803), U. S. C. Tit. 15, Sec. 79 (hereinafter called “the 
Act”), which section reads as follows: 

“Sec. 24. (a) Any person or party aggrieved by 
an order issued by the Commission under this title 
may obtain a review of such order in the circuit court 
of appeals of the United States within any circuit 
wherein such person resides or has his principal place 
of business, or in the United States Court of Appeals 
for the District of Columbia, by filing in such court, 
within sixty days after the entry of such order, a 
written petition praying that the order of the Com¬ 
mission be modified or set aside in whole or in part. 
A copy of such petition shall be forthwith served upon 
any member of the Commission, or upon any officer 
thereof designated by the Commission for that pur¬ 
pose, and thereupon the Commission shall certify and 
file in the court a transcript of the record upon which 
the order complained of was entered. Upon the filing 
of such transcript such court shall have exclusive 
jurisdiction to affirm, modify, or set aside such 
order, in whole or in part. No objection to the 
order of the Commission shall be considered by the 
court unless such objection shall have been urged 
before the Commission or unless there were reason¬ 
able grounds for failure so to do. The findings of 
the Commission as to the facts, if supported by sub- 
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stantial evidence, shall be conclusive. If application 
is made to the court for leave to adduce additional 
evidence, and it is shown to the satisfaction of the 
court that such additional evidence is material and 
that there were reasonable grounds for failure to 
adduce such evidence in the proceeding before the 
Commission, the court may order such additional 
evidence to be taken before the Commission and to 
be adduced upon the hearing in such manner and 
upon such terms and conditions as to the court may 
seem proper. The Commission may modify its find¬ 
ings as to the facts by reason of the additional evi¬ 
dence so taken, and it shall file with the court such 
modified or new findings, which, if supported by sub¬ 
stantial evidence, shall be conclusive, and its recom¬ 
mendation, if any, for the modification or setting 
aside of the original order. The judgment and decree 
of the court affirming, modifying, or setting aside, 
in whole or in part, any such order of the Commis¬ 
sion shall be final, subject to review by the Supreme 
Court of the United States upon certiorari or certifi¬ 
cation as provided in sections 239 and 240 of the 
Judicial Code, as amended (U. S. C., title 28, secs. 
346 and 347).” 

and under Section 11 (b) of the Act, which provides in 

part as follows: 

“Any order made under this subsection shall be 
subject to jurisdictional review as provided in Sec. 
24.” 


Statement of the Case. 

Engineers is a registered holding company as that 
term is defined in the Act. This proceeding was instituted 
by the Commission against Engineers and its subsidiaries 
under and pursuant to the provisions of Section 11(b)(1) 
of the Act by Notice of and Order of the Commission dated 
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February 28, 1940 (R., p. 5523). The hearings were com¬ 
menced before an Examiner appointed by the Commission 
on April 22, 1941 and were closed on November 4, 1941. 
Briefs were filed on behalf of the Petitioners and the Staff 
of the Commission and the case was orally argued before 
the Commission on April 2, 1942. 

On September 16,1942 the Commission entered the order 
1 of divestiture above mentioned (Pet. App. 159). There¬ 
after and within the period of sixty days after the entry 
of such order, the Petitioners filed a Petition for Rehear¬ 
ing and leave to adduce additional evidence (Pet. App. 298). 
On October 6,1942, the Commission entered an order deny¬ 
ing said Petition for Rehearing but slightly modifying the 
order of September 16, 1942 in the particular hereinafter 
mentioned (Pet. App. 163). These two orders of Septem¬ 
ber 16, 1942 and October 6, 1942 are the orders here under 
review. 

By prior final orders in this proceeding, one dated July 
23,1941 (Pet. App. 243) and the other dated December 29, 
1941 (R., p. 10,764), the Commission ordered the divestiture 
of the interest of Engineers in certain properties. These 
orders are not directly involved in this review. Disregard¬ 
ing the properties dealt with in said orders, just prior to 
the entry of the order of September 16,1942, Engineers con¬ 
trolled, through stock ownership, the following companies: 

El Paso Electric Company (Delaware )— 

This company is also a registered holding com¬ 
pany and controls through stock ownership (a) El 
Paso Electric Company (Texas) (hereinafter 
referred to as “El Paso”) which is an electric utility 
operating in Texas and New Mexico, and owns a 
street railway and bus business operating in El Paso, 
Texas, and the American half of two international 
toll bridges between El Paso, Texas, and Juarez, 
Mexico, and (b) El Paso and Juarez Traction Co. 
which owns a street railway in Juarez, Mexico, and 
the Mexican half of said international toll bridges. 
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Virginia Electric and Power Company: 

This company (hereinafter referred to as “Vir¬ 
ginia”) carries on an electric utility business in 
Virginia and North Carolina and a gas utility, street 
railway, bus and ice business in Virginia. 

Savannah Electric and Power Company: 

This company (hereinafter referred to as “Savan¬ 
nah”) carries on an electric utility, street railway 
and bus business in Georgia. 

Gulf States Utilities Company: 

This company (hereinafter referred to as “Gulf 
States”) carries on an electric utility, steam and 
water business in Texas and Louisiana, a gas utility 
business in Louisiana and an ice business in Texas. 

Baton Rouge Bus Company, Inc.: 

This company (hereinafter referred to as “Baton 
Rouge Bus”) carries on a bus business in Baton 
Rouge, Louisiana. 

Also, just prior to the entry of said Order of September 
16, 1942, Engineers held a block of stock representing a 
minority interest in El Paso Natural Gas Company; and 
the subsidiaries of Engineers, approximately proportionate 
to their respective gross earnings, held stock control of 
Engineers Public Service Company, Inc., an approved 
mutual service company rendering services to said sub¬ 
sidiaries. 

Also, just prior to the entry of said order of September 
16, 1942, El Paso, Virginia, Savannah and Gulf States 
carried on electric merchandising and jobbing businesses; 
and Virginia and Gulf States carried on gas merchandising 
and jobbing businesses. 

By its order of divestiture of September 16, 1942, if 
valid, the Commission, within one year from said date: 

(1) Required Engineers to dispose of its interest 
in the following companies: Savannah, Gulf States, 
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Baton Rouge Bus, El Paso Electric Company (Dela¬ 
ware), El Paso, El Paso and Juarez Traction Com¬ 
pany, El Paso Natural Gas Company and Engineers 
Public Service Company, Inc.; 

(2) Required Engineers to cease to own proper¬ 
ties owned or operated by it through Virginia for 
the purpose of conducting any gas utility, gas appli¬ 
ance merchandising and jobbing, and transportation 
businesses; 

(3) Required El Paso Electric Company (Dela¬ 
ware) to dispose of its interest in El Paso and Juarez 
Traction Company; 

(4) Required El Paso Electric Company (Dela¬ 
ware) to cease to own or operate any facilities now 
owned or operated by it through El Paso for the 
purpose of conducting any transportation or toll 
bridge business; and 

(5) Purported to give Engineers the right, within 
fifteen days of the date of the Order, to petition 
for leave to retain as its principal system the electric 
utility system of Gulf States. 

In its order denying the Petitioners’ application for 
rehearing and for adducing additional testimony, the Com¬ 
mission modified its order of September 16th only to the 
extent of permitting an additional fifteen day period from 
the date of such latter order within which Engineers could 
petition for leave to retain the electric utility system of 
Gulf States as its principal system (Pet. App. 165). 

Thus the Commission by said order of September 16, 
1942, ordered Engineers to divest itself of all properties 
listed above other than Virginia and to cease carrying on 
all the other businesses which it had been carrying on 
excepting only the electric merchandising and jobbing busi¬ 
ness related to the Virginia’s electric utility business and 
a small ice business carried on by Virginia in Williams¬ 
burg, Virginia. 
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The Statute Involved. 

The statute involved is Title I of the Public Utility Act 
of 1935 entitled “An Act to provide for control and regula¬ 
tion of public-utility holding companies, and for other pur¬ 
poses”, Act of August 26,1935, c. 687, Title I (49 Stat. 803), 
U. S. C. Tit. 15, Sec. 79. The Order of the Commission was 
entered under Section 11(b) (1) of the Act. 

Section 11(b) (1) of the Act provides as follows: 

“(b) It shall be the duty of the Commission, as soon 
as practicable after January 1, 1938: 

(1) To require by order, after notice and oppor¬ 
tunity for hearing, that each registered holding com¬ 
pany, and each subsidiary company thereof, shall take 
such action as the Commission shall find necessary to 
limit the operations of the holding-company system 
of which such company is a part to a single integrated 
public-utility system, and to such other businesses as 
are reasonably incidental, or economically necessary 
or appropriate to the operations of such integrated 
public-utility system: Provided, however, That the 
Commission shall permit a registered holding com¬ 
pany to continue to control one or more additional 
integrated public-utility systems, if, after notice and 
opportunity for hearing, it finds that— 

*(A) Each of such additional systems cannot 
be operated as an independent system without the 
loss of substantial economies which can be secured 
by the retention of control by such holding com¬ 
pany of such system; 

•(B) All of such additional systems are located 
in one State, or in adjoining States, or in a con¬ 
tiguous foreign country; and 

•(C) The continued combination of such sys¬ 
tems under the control of such holding company is 
not so large (considering the state of the art and 
the area or region affected) as to impair the advan- 
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tages of localized management, efficient operation, 
or the effectiveness of regulation. 

The Commission may permit as reasonably inci¬ 
dental, or economically necessary or appropriate to 
the operations of one or more integrated public- 
utility systems the retention of an interest in any 
business (other than the business of a public-utility 
company as such) which the Commission shall find 
necessary or appropriate in the public interest or for 
the protection of investors or consumers and not 
detrimental to the proper f unctioning of such system 
or systems ” 


Copies of the Act will be handed to the Court at the 
time of the argument. 


Statement of Points. 

I. 

This case must be remanded for the admission of the 
proffered evidence relating to the constitutionality of Sec¬ 
tion 11(b)(1) of the Act. 


II. 

Section 11(b)(1) of the Act violates the Fifth Amend¬ 
ment. 


III. 

Section 11(b)(1) of the Act is not a proper exercise of 
congressional power to regulate interstate commerce and 
violates the Tenth Amendment. 


IV. 

The Commission’s orders are erroneous in so far as they 
purport to control the choice of the principal system. 

V. 

The Commission erroneously construed Big B as requir¬ 
ing that all systems (including the single or principal 
system) be located in one geographical area. 
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VI. 

The Commission decided questions relating to “other 
businesses” (as distinguished from integrated public utility 
systems) on an erroneous construction of the “other busi¬ 
ness” clauses of Section 11(b) (1). 

VII. 

The divestment order with respect to the Virginia trans¬ 
portation business and the Virginia gas system is contrary 
to the intent of Congress and without support in evidence. 

VIII. 

The divestment order with respect to the Baton Rouge 
Bus transportation business, the Gulf States water business 
and the Gulf States gas system is contrary to the intent of 
Congress and without support in evidence. 

IX. 

The divestment order with respect to the El Paso trans¬ 
portation business (including toll bridges) is contrary to 
the intent of Congress and without support in evidence. 


Summary of Argument. 

I. 

Remanding of case for admission of proffered evidence 
relating to constitutionality of Section 11(b)(1). 

(1) Engineers’ proffered, and the Commission errone¬ 
ously excluded, evidence of an economic and statistical 
.character proving that the tests and standards of Section 
11(b)(1) relating to holding company control and utility 
system size , bear no relationship whatever to the elimina¬ 
tion of the abuses referred to in Section 1(b) and (c) of 
the Act to be remedied thereby. This evidence demon¬ 
strates that with respect to all of the factors dealt with 
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by the Act, namely, cost of electricity or gas to consumers, 
economy of management, economy in raising capital, pro¬ 
tection of investors, and effectiveness of regulation, sub- 
| sidiaries of registered holding companies and large com- 
1 panies make at least as good and in many cases a better 
showing than independent companies and small companies. 

(2) The proffered constitutional evidence thus fur¬ 
nishes direct proof that the regulatory means selected are 
not adapted to the end in view, and serves to distinguish 
this case completely from The North American Company 

' v. Securities and Exchange Commission, decided in the 
Second Circuit January 12,1943 in winch no such economic 
and statistical evidence was offered by either party. 

(3) The Supreme Court has often required that the 
record in cases involving constitutional issues as to reason- 

1 ableness of police power legislation contain factual eco¬ 
nomic evidence of the character here involved. 

(4) Since the constitutional evidence proffered is clearly 
material and cuts to the very heart of the factual constitu¬ 
tional issue, this case must be remanded to the Commis¬ 
sion for the admission of the proffered evidence in order 
to avoid depriving Engineers of its constitutional right 
to challenge effectively the constitutionality of Section 
11(b)(1) as unreasonable and void both under the Fifth 

1 Amendment and the Commerce Clause. 

II. 

Violation of the Fifth Amendment. 

(1) In view of the proffered constitutional evidence 
proving directly that the provisions of Section 11(b) (1) are 
wholly arbitrary, capricious and unreasonable, the con¬ 
gressional declaration of policy contained in Section 
11(b)(1) of the Act could not possibly be deemed conclu¬ 
sive, and the reasonableness of Section 11(b)(1) must be 
determined by this Court upon the basis of factual evi¬ 
dence. 



11 


(2) Under established principles of constitutional law, 
the reasonableness of Section 11(b)(1) is to be determined 
in the light of the factual background not at the time of 
enactment in 1935 but at the time of enforcement as against 
Engineers in 1943. 

(3) In light of the proffered constitutional evidence, 
Section 11(b)(1) violates the fundamental due process 
requirement, that the means selected by the Congress shall 
have a real and substantial relation to attainment of the 
statutory objectives. 

(4) In light of the complete and effective system of 
regulation of holding companies and electric utilities in 
existence today, it is clear that the objectives of the Act 
can be, and in fact are being, effectively attained through 
the activities of the regulatory bodies administering statu¬ 
tory provisions other than Section 11(b)(1) of a much less 
severe and restrictive nature. Under these circumstances 
it is clear that Section 11(b)(1) violates due process as 
unreasonable because of its unnecessarily severe and 
restrictive provisions. 

(5) Not only does Section 11(b)(1) violate due process 
requirements of the Fifth Amendment, but, because of its 
essentially confiscatory nature and its unreasonableness, it 
violates the just compensation requirements of the Fifth 
Amendment as well. 


III. 

Violation of the Commerce Clause and Tenth Amend¬ 
ment. 

(1) Section 11(b)(1), particularly in light of the prof¬ 
fered constitutional evidence, violates the fundamental 
requirement that a congressional enactment under the 
Commerce Clause must bear a substantial relationship to 
the achievement of proper objectives in the regulation of 
interstate commerce. 

(2) Furthermore, the very subject matter of Section 
11(b)(1), namely, holding company ownership of securi- 
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ties of their subsidiaries, is beyond the domain of congres¬ 
sional power under the Commerce Clause. There is no 
showing either in the Act or in the Commission’s Findings, 
nor is any showing required under the provisions of the 
Act, that such ownership bears any substantial economic 
relationship to interstate commerce within the requirement 
of the Supreme Court decisions on the point. 

(3) Since Section 11(b)(1) is thus not a proper enact¬ 
ment under the Commerce Clause, it is clearly void as an 
interference with the reserved powers of the States in viola¬ 
tion of the Tenth Amendment. 

IV. 

Improper attempt of the Commission to control Engi¬ 
neers* choice of the principal system. 

(1) The Commission in this case expressly found that 
Virginia and Gulf States each constitutes an integrated 
system. 

(2) Section 11(b)(1) does not expressly authorize the 
Commission to select one of a number of integrated systems 
as the single or principal system, and it was obviously the 
intention of Congress that in such a case the choice was 
to be made by the holding company during the time allowed 
by the Act for compliance with an order under Section 
11(b)(1). 

(3) Such right of choice is particularly important in the 
instant case because of the different factors affecting the 
values of the two principal systems and because the choice 
between Virginia and Gulf States is admittedly a close one. 

(4) In view of the fact that the Commission in this case 
has actually made alternative findings, there is no basis to 
support any claim of an implied power of the Commission 
to make the choice of a principal system in order to avoid 
delay. 

(5) Finally, any claim of an implied power on the part 
of the Commission to make the choice of the principal sys- 
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tem in this case must fail because of the complete absence 
of any standards in Section 11(b)(1) to guide the action 
of the Commission in such choice. Therefore, even were 
such a power expressly granted, the grant would be void 
as a clearly unconstitutional delegation of legislative power. 
Therefore, the construction contended for by the Commis¬ 
sion must be rejected to avoid constitutional invalidity. 

V. 

The interpretation of Big B. 

(1) The Commission has given to Big B a one-area 
interpretation which requires that the additional systems 
be located in the same State as the principal system, “or 
States adjoining such State, or in a foreign country con¬ 
tiguous thereto,’’ in effect interpolating into Big B the 
phrase “in which the single integrated public-utility sys¬ 
tem operates.” 

(2) This was done in the face of the fact that by the 
plain language of Big B only the “additional” systems 
need be located “in one State, or in adjoining States, or 
in a contiguous foreign country,” without any reference 
to the location of the principal system. 

(3) And in the face of legislative history which shows 
that there was a sharp conflict between the Senate Bill and 
the House Bill on this issue, the Senate Bill restricting all 
systems to a single area and the House Bill permitting any 
number of systems, wherever located, to be retained if 
found by the Commission to be consistent with the public 
interest. 

(4) Section 11 as finally passed as a result of a Confer-1 
ence Report was represented and generally understood to 
be a substantial compromise, which is wholly inconsistent 
with the one-area interpretation. 

(5) The entire legislative history leading to the Con¬ 
ference Report and Section 11 as enacted is inconsistent 
with the one-area interpretation or viewed most unfavor- 
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ably to Petitioners is no more than ambiguous and, there¬ 
fore, does not warrant disregarding the plain language of 
Big B. 

(6) The only incident in the Congressional Record 
which tends clearly to support the one-area interpretation 
is a brief remark in a speech by Senator Wheeler which 
could not have affected the intention of Congress in passing 
the Act since it was “posthumous’ 7 in its nature—having 
been delivered only after the Act was passed. 

VI. 

The interpretation of the “other business” clauses. 

(1) The Commission has adopted an interpretation of 
the two other business clauses which permits the retention 
of such other businesses only if they are functionally re¬ 
lated to the operations of the public utility system involved. 
Such an interpretation is not required by the language of 
the clauses. 

(2) This was done in the face of a legislative history 
which plainly shows that the second other business clause 
was intended to be explanatory of the first and to require 
the retention of transportation and water businesses and 
the like whenever it was shown that such retention was 
necessary or appropriate (i) in the public interest or (ii) 
for the protection of investors or (iii) for the protection 
of consumers and (iv) not detrimental to the proper func¬ 
tioning of such system or systems. 

(3) The second other business clause as finally enacted 
is almost identical with Section 8(a)(3) of the original 
Senate Bill. An interpretative memorandum accompanying 
such bill when introduced stated specifically “These pro¬ 
visions are so designed as not to cause interference with 
State policy which allows or fosters the carrying on of 
water-works, traction business, bus systems, etc. by electric 
and gas utilities.” (Emphasis supplied.) 

(4) The functional interpretation adopted by the Com¬ 
mission is in effect an added requirement not contained in 
the Act. 
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VII. 


The divestment order with respect to Virginia. 

(1) The divestment order with respect to Virginia’s 
transportation business (based in part on an erroneous 
legal premise that the other business clauses of Section 
11(b)(1) permit retention only in cases of functionalistic 
relation) is unsupported by evidence and contrary to 
unquestionable evidence in that (a) the historical evolu¬ 
tion of the electric business from transportation, their 
joint ownership from their inception, the policy of the 
local law in the service area in permitting retention, the 
joint use of personnel and property, the contribution of 
net income and the efficiency of both services, on none of 
which has there been any adverse finding by the Commis¬ 
sion, require a finding that the other business clauses have 
been satisfied; and (b) in addition there are important 
economies in joint operation and such operation will accom¬ 
plish the salvage of Virginia’s large investment in the trans¬ 
portation business (which would in large part be lost by 
sale), the Commission’s adverse findings or doubts with 
respect to such economies and salvage being unsupported 
by evidence. 


(2) The divestment order with respect to Virginia’s 
gas system (based in part on an erroneous legal premise 
as to the standard of substantiality of economies under 
Section 11(b)(1)(A) of the Act) is unsupported by evi^ 
dence and contrary to unquestionable evidence in that (a) 
retention of the gas system, which has been found to satisfy 
the requirements of clauses (B) and (C) of Section 
11(b)(1), must be permitted if the economies of continue' 
joint operation are substantial; and (b) the economies o 
continued joint operation are substantial, (i) both in respecij 
of the gas properties and in respect of the electric prop¬ 
erties, and (ii) if all economies doubted by the Commission 
be excluded, and still more so upon disregarding the Comj 
mission’s doubts, its doubts in this regard being unsup 
ported by evidence. 
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VIII. 

The divestment order with respect to Gulf States. 

(1) The divestment order with respect to Baton Rouge 
Bus transportation business (based in part on an erroneous 
legal premise that the other business clauses of Section 
11(b)(1) permit retention only in cases of functionalistic 
relation) is unsupported by evidence and contrary to 
unquestionable evidence in that the historical evolution of 
the electric business from transportation, their common 
ownership from their inception, the policy of the local law 
in the service area in permitting retention, the joint use 

1 of personnel and property, the contribution of net income 
and the substantial economies of continued joint operation 
require a finding that the other business clauses have been 
satisfied. 

(2) The divestment order with respect to the Gulf 
States water business (based in part on an erroneous legal 
premise that the other business clauses of Section 11(b)(1) 

1 permit retention only in cases of functionalistic relation) 
is unsupported by evidence and contrary to unquestionable 
1 evidence in that the water and electric businesses have 
historically developed together in joint ownership, the 
facilities for water and electric operations are inextricably 
intermingled so that separation cannot be accomplished- 
without substantial sacrifice of value, the local law permits 
1 continued retention, there is substantial joint use of per¬ 
sonnel and property, the water business is profitable and 
1 both services are performed efficiently, and these circum¬ 
stances require a finding that the other business clauses 
have been satisfied. 

i 

(3) The divestment order with respect to the Gulf 
States gas system (based in part on an erroneous legal 
premise as to the standard of substantiality of economies 
under Section 11(b)(1)(A) of the Act) is unsupported by 
evidence and contrary to unquestionable evidence in that 
(a) retention of the gas system, which has been found to 
satisfy the requirements of clauses (B) and (C) of Section 



17 


11(b)(1), must be permitted if the economies of continued 
joint operation are substantial; and (b) the economies of 
continued joint operation are substantial, (i) both in 
respect of the gas properties and in respect of the electric 
properties, and (ii) if all economies doubted by the Com¬ 
mission be excluded, and still more so upon disregarding 
the Commission’s doubts, its doubts in this regard being 
unsupported by evidence. 

IX. 

The divestment order with respect to £1 Paso. 

(1) The divestment order with respect to El Paso’s 
transportation business and the toll bridges included 
therein (based in part on an erroneous legal premise that 
the other business clauses of Section 11(b)(1) permit 
retention only in cases of functionalistic relation) is unsup¬ 
ported by evidence and contrary to unquestionable evidence 
in that (a) the historical evolution of the electric business 
from transportation, their joint ownership from their 
inception, the policy of the local law in the service area 
in permitting retention, the contribution of net income, the 
efficiency of both services and the fact that such operation 
will accomplish the salvage of El Paso’s large investment! 
in the transportation and toll bridge business (which would 
in large part be lost by sale), on none of which has there 
been any adverse finding by the Commission, require a find¬ 
ing that the other business clauses have been satisfied; and 
(b) in addition there are important economies in joint oper¬ 
ation, the Commission’s adverse findings or doubts with re¬ 
spect to such economies being unsupported by evidence. 
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ARGUMENT. 

I. 


This case must be remanded for the admission of 
the proffered evidence relating to the constitutionality 
of Section 11(b) (1) of the Act. 

The essential basis for the claims of constitutional inva¬ 
lidity of Section 11(b)(1) relied upon in this case is that 
Section 11(b)(1) is wholly arbitrary and capricious and 
the provisions thereof have no real or substantial relation 
to any proper purpose sought to be accomplished by the 
Act, particularly in the light of facts as they exist today 
with respect to public utility holding companies and their 
position from the standpoint of public control and regula¬ 
tion. This bears directly not only upon our contentions 
under the Due Process Clause of the Fifth Amendment (see 
II below), but also upon our argument based upon the Com¬ 
merce Clause and the Tenth Amendment (see III below). 

It is hardly necessary at this late date in the develop¬ 
ment of our constitutional theories and procedures to 
elaborate the point that to support serious constitutional 
objections of the character here being urged, there must be 
presented factual economic data upon which the Court may 
base its determination as to the reasonableness or unrea¬ 
sonableness of the legislation under consideration. Ever 
since 1908 when the late Mr. Justice Brandeis filed his eco¬ 
nomic brief in the case of Muller v. Oregon , 208 U. S. 412, 
there has been a growing emphasis upon the use of economic 
and statistical data in cases involving the constitutionality 
of legislation, particularly under the Due Process Clauses.* 

♦Economic data bearing on constitutional issues under the Due Process 
Causes was considered in the following, among other, decisions of the United 
State Supreme Court: Adkins v. Children's Hospital. 261 U. S. 525 (1923) ; 
Morchead v. Tipaldo. 298 U. S. 598, 627 (1936) ; West Coast Hotel Co. v. 
Parrish, 300 U. S. 379 (1937) ; Carter v. Carter Coal Co.. 298 U. S. 238. 309 
(1936) ; Stewart Machine Co. v. Davis. 301 U. S. 548 (1937); Carmichael v. 
Southern Coal Co., 301 U. S. 495 (1937) ; Helvering v. Davis, 301 U. S. 619 
(1937) ; Virginian Railway Co. v. Federation of Labor, 300 U. S. 515 (1937). 
For illustrations of the use of economic data on constitutional issues under the 
Commerce Cause, sec: NLRB v. Jones & Laughlin Steel Corp., 301 U. S. 1 
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Indeed, in recent years the Supreme Court has insisted that 
the record in cases involving such issues contain factual 
evidence, even to the extent of sending back a number of 
cases to lower tribunals for the inclusion of such evidence 
in the record. Polk Company v. Glover , 305 U. S. 5 (1938); 
Borden’s Farm Products Co., Inc. v. Baldwin, 293 U. S. 
194, 213 (1934); Hammond v. Schappi Bus Line Inc., 275 
U. S. 164 (1927); Chastleton Corp. v. Sinclair, 264 U. S. 543, 
548 (1924). 

In Polk Company, et al. v. Glover, supra, a lower court, 
upon motion, dismissed a complaint in which it was claimed 
that a Florida canned fruit labelling statute was unconsti¬ 
tutional as arbitrary and without reasonable relationship 
to the achievement of a permitted legislative end, over objec¬ 
tion by plaintiffs that they were entitled to submit evidence 
on the constitutional issue. The Supreme Court reversed 
upon the ground that the lower court should have heard 
the evidence on such constitutional issues before undertak¬ 
ing to rule upon them, saying: 

“We think that the facts alleged in the bill were 
sufficient to entitle the plaintiffs to an opportunity 
to prove their case, if they could, and that the court 
should not have undertaken to dispose of the consti¬ 
tutional issues (as to which we intimate no opinion) 
in advance of that opportunity. The allegations of 
the bill as to trade conditions and practices, and as 
to the effect of the required embossing of cans, raise 


(1937) ; Santa Cruz Fruit Packing Co. v. NLRB, 303 U. S. 453, 468 (1938) ; 
Consolidated Edison Co. v. NLRB, 305 U. S. 197, 231 (1938) ; NLRB v. Fain- 
blatt, 306 U. S. 601, 607 (1939). In the following cases economic and statistical 
evidence was used, as is proposed to be done by Engineers in the present case, 
to demonstrate the unconstitutionality of Congressional and State legislation. 
Railroad Retirement Board v. Alton R. R. Co., 295 U. S. 330 (1935) ; Lochner 
v. Nezv York, 198 U. S. 45, 59 (1905) ; Weaver v. Palmer Bros. Company, 270 
U. S. 402 (1926). For legal periodical comment on the necessity for the sub¬ 
mission and consideration of constitutional evidence see: Note, The Presentation 
of Facts Underlying the Constitutionality of Statutes. 49 Harv. L. Rev. 631 
(1936) : Note, The Presumption of Constitutionality Reconsidered. 36 Col. L. 
Rev. 283 (1936) ; Ziskind, The Use of Economic Data in Labor Cases, 6 Un. 
Chicago L. Rev. 601, 649, 650 (1939) ; Bickle, Questions of Fact Affecting Con¬ 
stitutionality, 38 Harv. L. Rev. 6, 12 (1924) : Dickinson. Crowd & Benson: 
Judicial Review of "Constitutional Fact ", 80 Un. Pa. L. Rev., 1055, 1068, 1072 
(1932). See also Rottschaeffer, Constitutional Law (Ed. 1939) pp. 458-460. 
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particular questions which can hardly be said to lie 
within the range of judicial notice. The salutary 
principle that the essential facts should be deter¬ 
mined before passing upon grave constitutional ques¬ 
tions is applicable. See Borden’s Farm Products 
Co. v. Baldwin, 293 U. S. 194,211-213, and cases cited. 
And that determination requires a hearing in due 
course upon the issues raised by the pleadings.” (p. 
10). (Emphasis supplied.) 

Having raised the issue of constitutionality of Section 
11(b) (1) from the very inception of the proceedings herein 
(see Answer of Engineers, Paragraph 19(b) and (e), Pet. 
App. 216, 217), Engineers caused to be made, by a recog¬ 
nized expert in the field, Dr. Merwin II. Waterman, Asso¬ 
ciate Professor of Finance in the School of Business 
Administration of the University of Michigan, certain eco¬ 
nomic and statistical studies including various tabulations, 
charts and other forms of information of an economic 
and statistical nature. These objective statistical studies 
were prepared in large part from heretofore unpublished 
material in the files of the Federal Power Commission and 
the Securities and Exchange Commission. This evidence 
was proffered in the form of questions to and answers by 
Dr. Waterman, but was rejected by the Examiner under 
instructions from the Commission (see Commission Find¬ 
ings and Opinion dated July 23, 1941, Pet. App. 243). 
The proffered evidence was, however, marked for identifica¬ 
tion as Engineers’ Exhibit No. 220 (R., pp. 7639-S006) and 
has been printed in full as Volume III of the Appendix to 
Petitioners’ Brief (Pet. App. 893). As appears from said 
Opinion of July 23, 1941, the proffered evidence was ex¬ 
cluded by the Commission on the theory apparently that an 
administrative body such as the Commission has no author¬ 
ity to pass on the constitutionality of an Act which it is 
called upon to administer (Pet. App. 248-252). 

Analysis of Section 11(b)(1) shows that the tests and 
standards therein set forth relate to holding company con¬ 
trol and utility system size. That is, the divestiture require- 
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ments are applicable only if certain holding company 
control situations exist and then only in respect of prop¬ 
erties exceeding certain size qualifications. Analysis of the 
abuses recited in Section 1(b) and of the policy as set forth 
in Section 1(c) of the Act, reveals six primary factors with 
which the Act purports to deal, namely, (1) the cost of 
electricity or gas to consumers; (2) economy of manage¬ 
ment and operation of operating companies; (3) economy 
of raising capital; (4) protection of investors; (5) effective¬ 
ness of regulation; and (6) adequacy and efficiency of 
service. 

The proffered constitutional evidence, by means of 
statistical analysis of factual data covering over 95% of 
the utility industry during the years 1939 and 1940, demon¬ 
strates, among other things: 

(a) With respect to cost of electricity to consum¬ 
ers, that those served by subsidiaries of registered 
holding companies and by large companies in no in¬ 
stances pay significantly more and in most cases pay 
less for their service than do consumers served by 
independent companies and by small companies. 

(b) With respect to economy of management, that 
both subsidiaries of registered holding companies 
and large companies have greater economy of man¬ 
agement than do independent companies or small 
companies. 

(c) With respect to economy in raising capital, 
that subsidiaries of registered holding companies 
have raised capital, both in the form of bond money 
and in the form of preferred stock money, at no 
greater cost than have independent companies. 

(d) With respect to protection of investors, that 
investors in the bonds and preferred stocks of sub¬ 
sidiaries of registered holding companies and of large 
companies are as well protected as investors in se¬ 
curities of independent companies or of small com¬ 
panies. 
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(e) With respect to effectiveness of regulation, 
upon the basis of a survey made by Dr. Waterman, 
that the regulation of operating subsidiaries of reg¬ 
istered holding companies has been and is no less 
effective than the regulation of independent com¬ 
panies. 


In short, the proffered constitutional evidence proves 
factually and conclusively that the provisions and stand¬ 
ards of Section 11(b) (1) as to control and size bear no 
relationship whatsoever (let alone a substantial relation¬ 
ship) to the evils, recited in Section 1(b), to be remedied by 
the Act. It furnishes direct proof that the regulatory means 
selected are clearly not adapted to the end in view. 

The proffered constitutional evidence thus serves to 
distinguish this case entirely from The North American 
Company v. Securities and Exchange Commission, supra , 
for in that case neither The North American Company nor 
the Commission offered any evidence as to reasonableness 
within constitutional requirements of Section 11(b)(1). 
This decision of the Circuit Court of Appeals for the 
Second Circuit therefore loses whatever persuasive effect 
it might otherwise have in this case. 

We believe that the Commission was clearly in error in 
excluding the evidence offered,* but at this stage of the case 
we need not concern ourselves overmuch with this point or 

♦The Commision in its Findings and Opinion (Pet App. 249) relied largely 
upon the decision of this Court in Panits v. District of Columbia, 72 App. D. C. 
131, 112 F. (2d) 39 (1940). Since the only issue actually decided in that case 
was that the doctrine of exhaustion of administrative remedies did not require 
a challenge of the constitutionality of the tax before the assessor as a condition 
precedent to an action in the District Court attacking the taxing statute as 
unconstitutional, it is obvious that this Court did not even purport to hold in the 
Panits case that where a person attacking the constitutionality of a statute 
desires to adduce evidence bearing on constitutionality before an administrative 
board empowered to make original determinations of fact and law under the 
statute, the board should refuse to take such evidence. Cases dealing with the 
necessity for a party to challenge the constitutionality of the statute before an 
administrative board as a condition precedent to judicial relief clearly have no 
bearing upon the propriety of adducing constitutional evidence before an admin¬ 
istrative body where the party challenging the constitutionality of a statute 
desires to do so. Furthermore, decisions to the effect that ministerial officers, 
in mandamus proceedings to compel action by them under a particular statute, 
may not as a defense assert the unconstitutionality of the statute are wholly 
distinguishable, since the basic ground for such a decision is that the minis¬ 
terial officer, not being the person against whom the statute is directed, may not 
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with the question as to whether the Commission could or 
could not pass upon the constitutionality of Section 
11(b) (1). There is no doubt whatever that this Court can 
and must determine the constitutional issues raised by 
Engineers. There is no doubt whatever, under the authori¬ 
ties above cited, that before passing upon these issues this 
Court must consider and have before it the factual data 
bearing upon the claim made by Engineers herein that 
Section 11(b) (1), because it bears no reasonable relation¬ 
ship to any proper congressional objective, is unconstitu¬ 
tional from the standpoint of the Fifth Amendment and 
the Commerce Clause. Even the Commission, in excluding 
the evidence originally, anticipated that the reviewing 
court might order it subsequently to hear the constitutional 
evidence, as is apparent from the Commission’s own head- 
note to its printed Findings and Opinion (Pet. App. 243), 
reading: 

“Evidence bearing solely upon the constitu¬ 
tionality of a statute administered by the Commis¬ 
sion was excluded (in italics in original), the Com¬ 
mission deeming itself without power to declare such 


attack the statute’s constitutionality since he is not adversely affected. As a 
matter of fact, the Supreme Court of the United States has expressly indicated 
that constitutional evidence should in the first instance be presented before an 
agency very similar to the Securities and Exchange Commission (the Inter¬ 
state Commerce Commission), and has stated that even though a constitutional 
determination by a federal administrative agency cannot be conclusive, “never¬ 
theless correct practice requires that, in ordinary cases, and where the opportu¬ 
nity is open, all the pertinent evidence shall be submitted in the first instance 
to the Commission.” Manufacturers Ry. Co. v. U. S., 246 U. S. 457, 488 (1917). 
See also Lawrence v. St. Louis-San Francisco Ry., 274 U. S. 588, 592, 593 
(1927). The Board of Tax Appeals (before it was made the Tax Court of the 
United States), which was one of the oldest federal administrative bodies and 
not then a court [ Old Colony Trust Co. v. Com. of Internal Revenue, 279 U. S. 
716, 725 (1929)], expressly held that it had and frequently exercised, the power 
to hear and pass upon constitutional issues. See Independent Life Assurance 
Company of America v. Commissioner of Internal Revenue, 17 B. T. A. 765 
(1929) ; American Security & Trust Co. v. Commissioner of Internal Revenue, 

24 B. T. A. 334, 341, (1931) ; Forrest v. Commissioner of Internal Revenue, 

25 B. T. A. 154 (1932) ; O’Shaughnessy v. Commissioner of Internal Revenue, 
21 B. T. A. 1046 (1930). Moreover, the National Labor Relations Board in 
many cases has received evidence bearing on constitutionality going far 
beyond the problem of mere statutory jurisdiction. N. L. R. B. v. Associated 
Press. 85 F. (2d) 56, 57, 61 (C. C. A. 2nd, 1936). Cf. N. L. R. B. v. Jones & 
Laughlin Steel Corp., 301 U. S. 1 (1937) ; N. L. R. B. v. Friedman-Harry Marx 
Clothing Co., 301 U. S. 51 (1937) ; Washington, Virginia & Maryland Coach 
Co. v. N. L. R. B., 301 U. S. 42 (1937). 
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statute or part thereof unconstitutional, and consider¬ 
ing that a reviewing court, in the event an appeal is 
taken, could order such evidence to be adduced later 
if it wished to do so.” (Emphasis supplied except as 
above indicated.) 

"We anticipate, however, that the Commission may now 
argue that the proffered evidence is not material. Such 
argument cannot reasonably be based upon a claim that 
the constitutional evidence is irrelevant, for as above indi¬ 
cated, it cuts to the very heart of the basic issue upon 
which the reasonableness and hence the constitutionality of 
Section 11(b)(1) must be determined by this Court. 
Certainly, evidence directly proving the complete lack of 
reasonableness of Section 11(b)(1) meets the Supreme 
Court’s test in Pittsburgh Plate Glass Co. v. N. L. R. B., 
313 U. S. 146, 163 (1941), since it at least “could have ma¬ 
terially affected the outcome” on the constitutional issues. 

Nor could presentation of the proffered evidence be 
avoided by resort to judicial notice, since the studies and 
data have never been published in the form presented, and, 
moreover, they involve comparative analyses and correla¬ 
tion of statistics relating to the utility industry clearly not 
within the limits of the doctrine of judicial notice.* In this 
sense the proffered constitutional evidence is precisely of 
the kind which the Supreme Court held, in Borden’s Farm 
Products Co. v. Baldivin, 193 U. S. 194, 210 (1934), must 
be presented to. and must be considered by, the court before 
which a police power enactment is challenged as unconsti¬ 
tutional because unreasonable. The Court, in this case, 
said: 


* It should be noted that the factual data referred to by Congress in Section 
1(b) of the Act, namely, the Reports of the Federal Trade Commission made 
pursuant to S. Res. 83 (70th Cong. 1st Sess.) and the so-called Splawn Report 
made pursuant to H. Res. 59 and H. J. Res. 572 (72nd Cong. 1st and 2nd Sess.), 
nowhere, despite their length, deal with the critical question which is the main 
constitutional issue in this case, namely, the reasonableness and propriety of the 
regulatory means adopted in Sec. 11(b)(1) to achieve the statutory aims stated 
in Section 1(b) of the Act. Dr. Waterman’s carefully prepared and extensive 
studies are, so far as we know, the only authoritative economic and factual data 
based upon actual utility industry statistics dealing directly with this very issue. 
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“But where the legislative action is suitably chal¬ 
lenged, and a rational basis for it is predicated upon 
the particular economic facts of a given trade or 
industry, which are outside the sphere of judicial 
notice, these facts are properly the subject of evi¬ 
dence and of findings. With the notable expansion 
of the scope of governmental regulation, and the 
consequent assertion of violation of constitutional 
rights, it is increasingly important that when it 
becomes necessary for the Court to deal with the 
facts relating to particular commercial or industrial 
conditions, they should be presented concretely with 
appropriate determinations upon evidence, so that 
conclusions shall not be reached without adequate 
factual support”, (p. 210). 

Therefore, the only possible basis upon which the Com¬ 
mission may argue that the proffered constitutional evi¬ 
dence is immaterial is that the congressional declaration 
of policy contained in Section 1 of the Act precludes judicial 
reconsideration of the problem of the reasonableness, from 
a constitutional standpoint, of Section 11(b)(1). But the 
Supreme Court of the United States has very recently 
expressly disagreed with the contention, made by a minority 
of its members, that the reasonableness or unreasonable¬ 
ness of police power legislation is not a proper subject of 
judicial inquiry under the Due Process Clauses. See Fed¬ 
eral Power Commission v. Natural Gas Pipeline Co., 315 
U. S. 575 (1942). As to the Commerce Clause, it will be 
recalled that Mr. Justice Hughes, in N. L. R. B. v. Jones 
£ Laughlin Steel Corp., 301 U. S. 1, 41 (1937), made it 
clear that the Court would not decide interstate commerce 
questions in “an intellectual vacuum.” On the contrary, 
in decision after decision, the Court has indicated not only 
the advisability, but the necessity, for the submission and 
consideration by the courts of factual evidence and data 
bearing on such constitutional issues. See Pacific States 
Co. v. White, 296 U. S. 176, 185 (1935); Weaver v. Palmer 
Bros. Company, 270 U. S. 402 (1926); O’Gorman & Young 
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v. Hartford Insurance Co., 282 U. S. 251 (1931); Railroad 
Retirement Board v. Alton R. R. Co., 295 U. S. 330 (1935). 

The complete answer to any such contention is furnished 
by the Supreme Court itself in its decision in U. S. v. Caro¬ 
tene Products Co., 304 U. S. 144,152,153 (1938), where the 
Court, dealing with a congressional enactment, said: 

“We may assume for present purposes that no 
pronouncement of a legislature can forestall attack 
upon the constitutionality of the prohibition which it 
enacts by applying opprobrious epithets to the pro¬ 
hibited act, and that a statute would deny due process 
which precluded the disproof in judicial proceedings 
of all facts which would show or tend to show that a 
statute depriving the suitor of life, liberty or prop¬ 
erty had a rational basis. 

• ••••• 

** Where the existence of a rational basis for legis¬ 
lation whose constitutionality is attached depends 
upon facts beyond the sphere of judicial notice, such 
facts may properly be made the subject of judicial 
inquiry, Borden’s Farm Products Co. v. Baldwin, 
293 U. S. 194, and the constitutionality of a statute 
predicated upon the existence of a particular state 
of facts may be challenged by showing to the court 
that those facts have ceased to exist. Chastleton 
Corporation v. Sinclair, 264 U. S. 543 * * •” (pp. 
152, 153). (Italics ours.) 

We believe, therefore, that to avoid depriving Engineers 
of its constitutional right to challenge effectively the con¬ 
stitutionality of Section 11(b)(1) upon grounds constantly 
asserted and reiterated in this proceeding, this case must 
be remanded (as is contemplated by the provisions of Sec. 
24(a) of the Act relating to the admission of additional 
evidence upon application such as has been made in this 
case) for the admission of the proffered constitutional 
evidence. Compare in this connection the recent decision of 
the Supreme Court in Securities and Exchange Commission 
v. Chenery Corp., et al., February 1,1943 (not yet officially 
reported). 
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II. 

Section 11(b)(1) of the Act violates the Fifth 
Amendment. 

By the proffered and excluded constitutional evidence, 
Engineers is prepared to prove affirmatively and factually 
by means of economic and statistical data, not merely 
that Section 11(b)(1) and its restrictive standards as to 
size and control are unwise or that they do not constitute 
the most appropriate method of achieving the elimination 
of the abuses recited in Section 1(b) of the Act, but that 
the provisions of Section 11(b)(1) are wholly arbitrary and 
capricious and bear no relationship whatever to achieve¬ 
ment of the professed statutory objectives of the Act. We 
should, naturally, have preferred to argue our constitutional 
objections to Section 11(b)(1) under the Fifth Amendment* 
in the light of such proffered evidence, but the exclusion 
thereof by the Commission makes that impossible until this 
case shall have been remanded as we request. If, however, 
the Court considers that it may pass upon the constitutional 
claims of Engineers without remanding this case for the 
admission of the proffered constitutional evidence, we sub¬ 
mit that the constitutional issues must be determined as if 
the proffered constitutional evidence had been received in 
the record, for it is elementary that the denial of a fair 
hearing on such an important issue is a denial of due process 
of law, so the Commission’s action in that regard is uncon¬ 
stitutional and should be disregarded. 


* It is now established beyond dispute that congressional police power enact¬ 
ments under the Commerce Clause are subject to the Due Process requirements 
of the Fifth Amendment. U. S. v. Appalachian Electric Power Co., 311 U. S. 
377, 427 (1940) ; Railroad Retirement Board v. Alton R.R. Co., 295 U. S. 330, 
347 (1936) ; Louisville Bank v. Radford, 295 U. S. 555, 589, note 19 (1935) ; 
U. S. v. Darby, 312 U. S. 100, 115, 125-6 (1941). 
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Congressional declaration of policy 
not conclusive as to reasonableness. 

Under such circumstances it is futile for the Commis¬ 
sion to point to the congressional declaration of policy 
contained in Section 1(b) of the Act and to contend that 
this precludes a reconsideration of the reasonableness of 
Section 11(b)(1). The Supreme Court has, from the very 
inception of the constitutional doctrine of judicial review 
of reasonableness under the Due Process Clauses, held and 
reiterated that legislative declarations as to the reason¬ 
ableness and necessity of police power legislation are not 
conclusive upon the courts, and that it is part of the judicial 
function under the Fifth and Fourteenth Amendments, 
to determine, independently of the legislative declaration, 
the reasonableness and propriety of such legislation within 
constitutional requirements.* And this is particularly true 
where the legislative declaration is challenged and rebutted 
by factual economic and statistical data. As the Court it¬ 
self has put it: 

“The answer depends upon the facts of the case. 
Legislative determinations express or implied are 
entitled to great weight; but it is always open to 
interested parties to show that the legislature has 
transgressed the limit of its power.” Weaver v. 
Palmer Bros., 270 U. S. 402, 410 (1926). 


Mr. Justice Brandeis, in his dissenting opinion concurred 
in by Mr. Justice Holmes, in Burns Baking Co. v. Bryan, 


* Railroad, Co. v. Huscn, 95 U. S. 465, 473 (1877) ; Mugler v. Kansas, 123 
U. S. 623, 661 (1887) ; Lawton v. Steele, 152 U. S. 133, 136 (1894) ; Dobbins v. 
Los Angeles, 195 U. S. 223, 235 (1904) ; Jacobson v. Massachusetts, 197 U. S. 
11, 38 (1905) ; Lochncr v. New York, 198 U. S. 45, 56 (1905) ; Sib v. Hcster- 
berg, 211 U. S. 31 (1908) ; McLean v. Arkansas, 211 U. S. 539 (1909) : Rost v. 
Van Demon & Lczvis, 240 U. S. 342, 366 (1916) ; Block v. Hirsh, 256 U. S. 135, 
154 (1921) ; Wolff Packing Co. v. Industrial Court of Kansas, 262 U. S. 522, 
536 (1923) ; Norfolk Railzvay v. Public Service Commission, 265 U. S. 70, 74 
(1924) ; Burns Baking Co. v. Bryan, 264 U. S. 504 (1924) ; Weaver v. Palmer 
Bros., 270 U. S. 402, 410 (1926) : Tyson & Brother v. Banton, 273 U. S. 418, 
431 (1927) ; Whitney v. California, 274 U. S. 357 (1927); New State Ice Co. 
v. Licbcmann, 285 U. S. 262, 279 (1932) ; Borden’s Farm Products Co. v. Bald- 
ztnn, 293 U. S. 194, 209 (1934) ; Railroad Retirement Board v. Alton R.R. Co., 
295 U. S. 330, 335 (1935) ; Mayflower Farms v. Ten Eyck. 297 U. S. 266 (1936) ; 
United States v. Carolene Products Co., 304 U. S. 144, 152 (1938). 
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264 U. S. 504, 519 (1924), involving the constitutionality 
of a Nebraska bread weight law challenged as violating 
Due Process requirements, laid down the applicable rule 
as follows: 

“With the wisdom of the legislation we have, of 
course, no concern. But, under the due process 
clause as construed, we must determine whether the 
prohibition can reasonably be deemed necessary; 
whether the prohibition can reasonably be deemed 
an appropriate means of preventing short weights 
and incidental unfair practices; and whether com¬ 
pliance with the limitation prescribed can reason¬ 
ably be deemed practicable. The determination of 
these questions involves an enquiry into facts.” 

Reasonableness to be determined in 
light of present conditions. 

The need for an independent judicial appraisal at this | 
time of the reasonableness of Section 11(b)(1) is partic¬ 
ularly great in light of the fact that the entire factual back- j 
ground upon the basis of which Congress enacted the Act 
in 1935, namely, the ninety-odd volumes of Reports of the 
Federal Trade Commission and the six volume Splawn 
Report of the Committee on Interstate and Foreign Com¬ 
merce of the House of Representatives [Public Utility 
Holding Company Act of 1935, Sec. 1(b) (49 Stat. 803), 
U. S. C. Title 15, Sec. 79a(b)] related to a period ending in 
1935. The economic brief which will undoubtedly be filed 
in this proceeding by the Securities and Exchange Com¬ 
mission will merely be a summary of such outdated factual 
data. 

It is established law, under numerous unmodified deci¬ 
sions of the Supreme Court of the United States, that con¬ 
stitutionality of police power legislation of the kind 
involved in Section 11(b) (1) is dependent upon the reason¬ 
ableness of the legislation, not in light of its factual back¬ 
ground at the time of enactment, but of the facts as they 
exist at the time of enforcement, and that a statute which 
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might be reasonable and hence valid at the time of its 
enactment may be unreasonable and hence invalid when the 
statute is attempted to be enforced, in light of changes in 
the factual background.* 

“A statute valid when enacted may become invalid 
by change in the conditions to which it is applied. 
The police power is subject to the constitutional limi¬ 
tation that it may not be exerted arbitrarily or unrea¬ 
sonably/ ’ Nashville, Chattanooga & St. Louis Ry. v. 
Walters, 294 U. S. 405, 415 (1938). 

Obviously, then, the facts relied upon by Congress in 
its declaration of policy, covering as they did a period end¬ 
ing in 1935 are of doubtful relevancy and certainly not con¬ 
clusive, in an inquiry in the year 1943 as to the reason¬ 
ableness of Section 11(b)(1) in operation as applied to 
Engineers in this case. 


Lack of relationship of means to end. 

Recognizing, therefore, as the proffered constitutional 
evidence (Pet. App., Vol. Ill) shows that the provisions of 
Section 11(b)(1) bear no relationship whatever to the elim¬ 
ination of the abuses aimed at in the Act, Section 11(b)(1) 
must be declared void by this Court as failing to meet what 
the Supreme Court stated in Railroad Retirement Board v. 
Alton R. R. Co., 295 U. S. 330, 347-348, note (1936) is the 
fundamental requirement of Due Process guaranteed by 
the Fifth Amendment, namely, “that the law shall not be 
unreasonable, arbitrary or capricious and that the means 


* This principle has been applied not only to utility rate legislation [Willcox 
v. Consolidated Gas Co., 212 U. S. 19, 54, 55 (1909) ; Knoxville v. Water Co., 
212 U. S. 1. 18-19 (1909) ; Allen v. St. Louis Iron Mt. & So. Ry.. 230 U. S. 553, 
555 (1913) ; Des Moines Gas Company v. Dcs Movies, 238 U. S. 153, 173 
(1915) ; Lincoln Gas & Electric Co. v. City of Lincoln. 250 U. S. 256, 268 
(1919) ; Brush Electric Co. v. Galveston, 262 U. S. 443, 446 (1923) ; Smith v. 
Illinois Bell Telephone Co., 282 U. S. 133, 162 (1930)), but also to police power 
measures generally, both of an emergency nature [Block v. Hirsch, 256 U. S. 
135 (1921): Chastleton Corp. v. Sinclair, 264 U. S. 543 (1924)), and of a 
permanent character [Abie State Bank v. Bryan, 282 U. S. 765 (1931); Nash¬ 
ville. Chattanooga & St. Louis Ry. v. Walters. 294 U. S. 405 (1935) ; West 
Coast Hotel Co. v. Parrish, 300 U. S. 379 (1937) ; United States v. Carotene 
Products Co., 304 U. S. 144, 153 (1938) quoted in I, supra]. 
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selected shall have a real and substantial relation to the 
object sought to be attained .”* (Emphasis supplied.) 

Unnecessarily severe and restrictive regulation. 

This Court must examine Section 11(b)(1) in light not 
only of the proferred constitutional evidence, but also in 
light of the complete and effective system of regulation of 
public utility holding companies in effect today under the 
numerous remedial provisions of the Public Utility Act of 
1935** other than Section 11(b)(1). It is clear today in 
view not merely of the existence of these remedial statutory 
provisions themselves, but of the activities of the adminis¬ 
trative agencies in enforcing them, that the regulatory pro- 

*Lochncr v. New York. 198 U. S. 45 (1905); Smith v. Texas, 233 U. S. i 
630 (1914) ; Buchanan v. Warlcy, 245 U. S. 60 (1917) ; Pierce v. Society of 
Sisters, 268 U. S. 510 (1925) : Weaver v. Palmer Bros. Co., 270 U. S. 402 
(1926) ; Nectozo v. Cambridge, 277 U. S. 183 (1928) ; Liggett Co. v. Baldridge, 
278 U. S. 105 (1928) ; Seattle Trust Co. v. Roberge, 278 U. S. 116 (1928) ; 
Nashville, Chattanooga Sr St. Louis Ry. v. Walters, 294 U. S. 405 (1935) ; 
Tricgle v. Acme Homestead Association, 297 U. S. 189 (1936) ; Mayflower 
Farms v. Ten Exck, 297 U. S. 266 (1936). See also: United States v. Lowden, 
308 U. S. 225 (1939) ; Lawton v. Steele. 152 U. S. 133, 136 (1894) ; Welch v. 
Szcasey, 214 U. S. 91, 105 (1909); Chicago B. & Q. R. R. Co. v. McGuire, 
219 U. S. 549 (1911). 

** Every specific abuse mentioned in Section 1 of the Act is remedied by 
regulatory provisions other than Section 11(b)(1). Thus, the abuse of inade¬ 
quacy of information for investors is remedied by the requirements of Sections 5, j 
7, 10, 14 and 22 requiring the filing of complete information about holding compa- ! 
nies and their subsidiaries, annual and periodic reports, and making such infor¬ 
mation available to the public. Sections 6 and 7 require Commission approval 
for the sale of securities precluding any abuses on such issuance. Section 7(d) 
precludes the issuance of securities on the capitalization of fictitious values. As to 
issuance of securities on over-capitalization as preventing voluntary rate reduc¬ 
tions, not only does Section 7 preclude issuance of securities without Commission 
approval but Section 204 of the Federal Power Act fAct of August 26, 1935, 
c. 687, Title II (49 Stat. 863), U. S. C. Title 16, Sec. 791 et .seg.] requires 
Federal Power Commission approval of security issues by interstate utility 
companies unless there is state regulation. Section 13 specifically precludes 
excessive charges to subsidiaries by holding or service companies. As to abuse 
of holding company control over accounts, rates and dividend policies of operat¬ 
ing companies. Section 15 provides complete control of accounting practices 
both of holding companies and subsidiaries; dividend policies arc the concern 
of Section 12(c) ; and operating company rates arc now subject either to Federal 
Power Commission or State Commission control. As to control of operating 
companies through disproportionately small investment, this is regulated by the 
Commission under Sections 7, 10, 11(b)(2), 12 and 13. Further growth of 
holding companies unrelated to the integration and coordination of related 
operating companies is wholly subject to the Commission’s control under Sec¬ 
tions 9 and 10. Under Section 202(b) of the Federal Power Act, the Federal 
Power Commission may remedy existing lack of integration and coordination 
by compelling physical interconnection of interstate electric power companies. 
As to lack of economy of management, etc., the Commission exercises broad! 
powers under various sections, including Section 13(e), under which the Com¬ 
mission controls “costs” of service rendered by affiliates. 
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visions other than Section 11(b)(1) of the Act, and much 
less severe and restrictive in their nature, are sufficient to 
preclude effectively any recurrence of the evils aimed at 
under the Act.* 

This, taken together with the proffered constitutional 
evidence indicates a second respect in which Section 
11(b)(1) fails to meet Due Process requirements, for the 
Supreme Court has frequently held that police power legis¬ 
lation of the character involved in Section 11(b)(1) which 
imposes unnecessarily severe and restrictive regulatory or 
prohibitory conditions in situations 'where less severe and 
restrictive legislation will sufficiently meet the evils aimed 
at violates the Due Process clauses.** 

* The effectiveness in actual practice of the present system of regulation of 
the activities of holding companies and of their subsidiaries under statutory 
provisions other than Section 11(b)(1) is emphasized in the annual reports, 
releases and other statements issued by the Securities and Exchange Commis¬ 
sion and the Federal Power Commission. Thus, the Seventh Annual Report of 
the Securities and Exchange Commission indicates among other things: that as 
of June 30, 1941 there were registered under the Act 147 holding companies, 
constituting 53 public-utility holding company systems, with assets representing 
about 68% of the total private industry (p. 70) ; that through control of 
security issues under Section 7 of the Act the Commission “has continued to 
strengthen the terms of the issue to the point where investors and consumers 
receive the protection intended by the Act” (p. 90) ; that “the provisions of the 
Public Utility Holding Company Act of 1935 provided ample authority for 
meeting the problem” of the absence of free market competition in utility 
security underwriting through the adoption of the competitive bidding rule, 
Rule U-50 (p. 99) ; that under Section 12(c) and rules promulgated there¬ 
under, as well as in passing upon security issues, the Commission exercises 
“supervision over dividend and depreciation policies of utility companies to pre¬ 
vent impairment of working capital and maintain financial integrity” (p. 103) : 
that the Commission is now dealing with the intercompany debt situation (pp. 
104-109) : and that “Distinct progress in the administration of service, sales and 
construction contracts pursuant to Section 13 of the Act was recorded during 
the past fiscal year” (p. 109). The Federal Power Commission, in its Release 
No. 1472, March 26, 1941, issued in connection with its Twentieth Annual 
Report for the year 1940, stated that “The development of effective accounting 
control of utilities and new techniques in the conduct of formal rate cases are 
among the means by which the Federal Power Commission is closing the loop¬ 
hole through which utilities operating in interstate commerce have escaped regu¬ 
lation * * *”. 

** Pennsylvania Coal Co. v. Mahon, 260 U. S. 393 (1922) ; Railroad Co. v. 
Huscn, 95 U. S. 465 (1877) ; Dobbins v. Los Angeles, 195 U. S. 223 (1904); 
Wolff Packing Co. v. Industrial Court of Kansas, 262 U. S. 522 (1923) ; Burns 
Baking Co. v. Bryan. 264 U. S. 504 (1924) ; Ncctow v. Cambridge, 277 U. S. 183 
(1928) ; Seattle Trust Co. v. Roberge, 278 U. S. 116 (1928) ; New State Ice Co. 
v. Licbemann, 285 U. S. 262 (1932). See also: Lawton v. Steele, 152 U. S. 133, 
136 (1894) ; Sib v. Hesterbcrg, 211 U. S. 31. 39 (1908) ; Welch v. Swasey, 214 
U. S. 91, 105 (1909) ; Block v. Hirsh, 256 U. S. 135, 156 (1921) ; Whitney v. 
California. 274 U. S. 357, 377 (1927) ; Nebbia v. New York, 291 U. S. 502, 
524 (1934). 



Liggett Co. v. Baldridge, 278 U. S. 105 (1928), supra, 
where the Supreme Court held unconstitutional a Pennsyl¬ 
vania statute forbidding the ownership of pharmacies by 
corporations unless all members of the corporation were 
registered pharmacists, offers a striking analogy. This 
statute was attempted to be justified as a police power 
measure designed for the protection of public health. The 
Court, after reviewing the many Pennsylvania statutes pro¬ 
hibiting any one but a registered pharmacist from having 
charge of a drug store, requiring registration, prohibiting 
possession or sale of impure drugs, permitting only regis¬ 
tered pharmacists to compound prescriptions, and subject¬ 
ing drug stores to regulation under a State Board of Phar¬ 
macy, pointed out that in light of the complete and effective 
system of regulation in effect in Pennsylvania, the statutory 
provision prohibiting mere ownership could not be said to 
have any reasonable relationship to the protection of public 
health. 

The Court said: 

4 ‘The act under review does not deal with any of 
the things covered by the prior statutes above enu¬ 
merated. It deals in terms only with ownership. It 
plainly forbids the exercise of an ordinary property 
right and, on its face, denies what the Constitution 
guarantees. A state cannot, ‘under the guise of pro¬ 
tecting the public, arbitrarily interfere with private 
business or prohibit lawful occupations or impose 
unreasonable and unnecessary restrictions upon 
them. ’ Burns Baking Co. v. Bryan, 264 U. S. 504,513. 
See also Meyer v. Nebraska, 262 U. S. 390, 399-400; 
Norfolk By. v. Public Service Comm’n, 265 U. S. 70, 
74; Pierce v. Society of Sisters, 268 U. S. 510,534-535; 
Weaver v. Palmer Bros. Co., 270 U. S. 402, 412-415; 
Fairmont Co. v. Minnesota, 274 U. S. 1, 9-11. 

“In the light of the various requirements of the 
Pennsylvania statutes, it is made clear, if it were! 
otherwise doubtful, that mere stock ownership in a 
corporation, owning and operating a drug store, can 
have no real or substantial relation to the public! 
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health; and that the act in question creates an unrea¬ 
sonable and unnecessary restriction upon private 
business. * * * The claim, that mere ownership of 
a drug store by one not a pharmacist bears a reason¬ 
able relation to the public health, finally rests upon 
conjecture, unsupported by anything of substance. 
This is not enough; and it becomes our duty to declare 
the act assailed to be unconstitutional as in contraven¬ 
tion of the due process clause of the Fourteenth 
Amendment”. (pp. 113-114). 

In Weaver v. Palmer Bros. Co., 270 U. S. 402 (1926), the 
Supreme Court rejected as void a provision in a statute 
prohibiting the use of shoddy in quilts, basing its decision 
upon evidence (similar in essential nature to the constitu¬ 
tional evidence proffered in this case) showing that any 
danger from the use of shoddy could be eliminated by steril¬ 
ization and upon the ground that less restrictive regulation 
would be adequate to secure the statutory health objectives. 
Moreover, the Court in its opinion relied in part upon regu¬ 
latory provisions requiring the sterilization of bedding 
materials contained in other sections of the very act in ques¬ 
tion. The Court wrote in part: 

“Here, it is established that sterilization elimi- 
I nates the dangers, if any, from the use of shoddy. As 
against that fact, the provision in question cannot 
be sustained as a measure to protect health. And the 
fact that the Act permits the use of numerous mate¬ 
rials, prescribing sterilization if they are second¬ 
hand, also serves to show that the prohibition of the 
use of shoddy, new or old, even when sterilized, is 
unreasonable and arbitrarv. 

“Nor can such prohibition be sustained as a 
measure to prevent deception. In order to ascer¬ 
tain whether the materials used and the finished 
articles conform to its requirements, the Act ex¬ 
pressly provides for inspection of the places where 
such articles are made, sold or kept for sale. Every 
article of bedding is required to bear a tag showing 
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the materials used for filling and giving the names 
and addresses of makers and vendors, and bearing the 
word ‘secondhand’ where there has been prior use, 
and giving the number of the permit for sterilising 
and disinfecting where secondhand materials or 
feathers are used for filling. Obviously, these regu¬ 
lations or others that are adequate may be effectively 
applied to shoddy-filled articles. 

“The constitutional guaranties may not be made 
to yield to mere convenience. Schlesinger v. Wiscon¬ 
sin, ante, p. 230. The business here involved is legiti¬ 
mate and useful; and, while it is subject to all rea¬ 
sonable regulation, the absolute prohibition of the 
use of shoddy in the manufacture of comfortables is 
purely arbitrary and violates the due process clause 
of the Fourteenth Amendment. Adams v. Tanner, 
244 U. S. 590, 596; Meyer v. Nebraska, 262 U. S. 390; 
Burns Baking Co. v. Bryan, 264 U. S. 504”. (pp. 
414-415). 

Confiscation—just compensation. 

Finally, Section 11(b)(1) must be declared unconstitu¬ 
tional, because of its essentially confiscatory nature, as vio¬ 
lating the Just Compensation requirements as well as Due 
Process requirements of the Fifth Amendment. The orders 
under review require divestiture by Engineers in a specified 
time, regardless of conditions, on pain of a forced liquida¬ 
tion under Section 11(d) and (f). Compliance by means of 
a distribution in kind is impossible due to the necessity in 
such case of first paying off the approximately $42,000,000 
of preferred stock of Engineers. Forced liquidation of large 
blocks of securities, particularly in light of present market 
and world conditions, would undoubtedly entail a confisca¬ 
tion of a very substantial part of the values of the securi¬ 
ties involved. It is clearly established that a police power 
measure whose provisions are not reasonably related to the 
attainment of a proper objective and which involves an 
unnecessary destruction of values violates not only the Due 
Process, but the Just Compensation requirements of the 
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Fifth Amendment.* The words of Mr. Justice Holmes in 
Pennsylvania Coal Co. v. Mahon, 260 U. S. 393 (1922), 
supra, are particularly apt: 

“The protection of private property in the Fifth 
Amendment presupposes that it is wanted for public 
use, but provides that it shall not be taken for such 
use without compensation. A similar assumption 
is made in the decisions upon the Fourteenth Amend¬ 
ment. Hairston v. Danville & Western Ry. Co., 208 
U. S. 598, 605. When this seemingly absolute pro¬ 
tection is found to be qualified by the police power, 
the natural tendency of human nature is to extend 
the qualification more and more until at last private 
property disappears. But that cannot be accom¬ 
plished in this way under the Constitution of the 
United States. 

“The general rule at least is, that while property 
may he regulated to a certain extent, if regulation 
goes too far it will he recognized as a taking. * * * 
We are in danger of forgetting that a strong public 
desire to improve the public condition is not enough 
to warrant achieving the desire by a shorter cut 
than the constitutional way of paying for the change. 
As we already have said, this is a question of degree, 
and therefore cannot be disposed of by general prop¬ 
ositions. But we regard this as going beyond any 
of the cases decided by this Court. * * *” (pp. 415, 
416). (Emphasis supplied.) 

It is no answer to state that Section 11(b)(1) is not 
couched in the language of confiscation. Unnecessarily 
severe and arbitrary regulatory prohibitions, regardless of 
the specific form they may take have frequently been held 

* Delaware, Lackawanna & Western R.R. v. Morristozvn, 276 U. S. 182 
(1928) ; Southern Railway Co. v. Virginia, 290 U. S. 190 (1933) ; Panhandle 
Eastern Pipeline Co. v. State Highway Commission, 294 U. S. 613 (1935) ; 
Louisville Joint Stock Land Bank v. Radford, 295 U. S. 555 (1935) ; Thompson 
v. Consolidated Cas Co., 300 U. S. 55 (1937). See also: Booth v. Illinois, 184 
U. S. 425, 429 (1902); Chicago B. & Q. Ry. v. Drainage Commissioners, 200 
U. S. 561, 593 (1906) ; McCoy v. Union Elevated Ry. Co., 247 U. S. 354 (1918). 
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void as confiscatory in their nature and effect. Chicago 
B. <& Q. Ry. v. Drainage Commissioners, 200 XJ. S. 561, 593 
(1906); Hudson Water Co. v. McCarter, 209 U. S. 349, 355 
(1908); Oregon R. R. & N. Co. v. Fairchild, 224 U. S. 510 
(1912); Block v. Hirsh, 256 U. S. 135, 156 (1921); Pennsyl¬ 
vania Coal Co v. Mahon, 260 U. S. 393 (1922); Delaware, 
Lackawanna & Western R. R. Co. v. Morristown, 276 XJ. S. 
182 (1928); Panhandle Eastern Pipeline Co. v. State High¬ 
way Commission, 294 U. S. 613 (1935). 

As stated by the Supreme Court in Chicago B. & Q. Ry. 
Co. v. Drainage Commissioner, supra, with reference to a 
drainage law: 

“The constitutional requirements of due process of 
law, which embraces compensation for private prop¬ 
erty taken for public use, applies in every case of 
the exertion of governmental power. If in the execu¬ 
tion of any power, no matter what it is, the Gov¬ 
ernment, Federal or state, finds it necessary to take 
private property for public use, it must obey the 
constitutional injunction to make or secure just com¬ 
pensation to the owner. * # * If the means employed 
have no real, substantial relation to public objects 
which government may legally accomplish; if they 
are arbitrary and unreasonable, beyond the neces¬ 
sities of the case, the judiciary will disregard mere 
forms and interfere for the protection of rights in¬ 
juriously affected by such illegal action. The author¬ 
ity of the courts to interfere in such cases is beyond 
all doubt”. (200 XJ. S., at p. 593). 

III. 

Section 11(b) (1) of the Act is not a proper exer¬ 
cise of Congressional power to regulate interstate com¬ 
merce and violates the Tenth Amendment. 

Our contention that Section 11(b)(1) is not a proper 
exercise of Congressional power under the Commerce 
Clause is based upon two independent grounds. 
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Lack of relationship of means to proper 
interstate commerce end. 

The primary contention is based upon the fundamental 
principle that any congressional enactment purporting to 
be an exercise of a delegated power must bear a substan¬ 
tial relationship to a proper end under such power.* To 
sustain Section 11(b)(1) under this principle it must be 
made to appear that its provisions bear a reasonable rela¬ 
tionship to the attainment of some proper end under the 
power of Congress to regulate interstate commerce. Per¬ 
haps the clearest application of this principle is in the 
opinion of the Supreme Court in Railroad Retirement Board 
v. Alton R. R. Co., 295 TJ. S. 330 (1935), where the Court 
held unconstitutional the congressional Railroad Retire¬ 
ment Act of 1935, providing for compulsory pension and 
retirement of railroad employees. In its opinion the 
Supreme Court emphasized the requirement not only under 
the Due Process clause, but under the Commerce Clause 
that the provisions of a statute must bear a reasonable 
relationship to the achievement of the statutory objectives. 
The Court in stating the Commerce Clause and the Due 
Process issues wrote: 

“The petitioners assert that the questioned Act, 
fairly considered, is a proper and necessary regula¬ 
tion of interstate commerce; its various provisions 
have reasonable relation to the main and controlling 
purposes of the enactment, the promotion of effi¬ 
ciency, economy and safety; consequently it falls 
within the power conferred by the commerce clause 
and does not offend the principle of due process. 
The respondents insist that numerous features of 

* The Supreme Court has applied the principle not only under the Commerce 
clause [Adair v. United States, 208 U. S. 161, 178, 179 (1908) ; Virginian Rail¬ 
way Co. v. Federation, 300 U. S. 515, 553-4 (1937) ; United States v. Lowden, 
308 U. S. 225, 239, 240 (1939) ; United States v. Darby, 312 U. S. 100 (1941)] 
but also to enactments under other delegated powers such as the taxing power 
[United States v. Dewitt, 9 Wall. 41, 44 (1869) ; Child Labor Tax Case, 259 
U. S. 20 (1922) ; Linder v. United States, 268 U. S. 5, 17, 18 (1925) ; United 
States v. Constantine, 296 U. S. 287 (1935) : United States v. Butler, 297 U. S. 
1 (1936)], the power over immigration [Keller v. U. S., 213 U. S. 138 (1909)] 
and the power to regulate election of senators and representatives [Newberry v. 
United States, 256 U. S. 232, 258 (1921)]. 
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the Act contravene the due process guaranty and fur¬ 
ther that the requirement of pensions for employees 
of railroads is not a regulation of interstate com¬ 
merce within the meaning of the Constitution. 
These conflicting views open two fields of inquiry 
which to some extent overlap. If we assume that 
under the power to regulate commerce between the 
States Congress may require the carriers to make 
some provision for retiring and pensioning their 
employees, then the contention that various provi¬ 
sions of the Act are arbitrary and unreasonable and 
bear no proper relation to that end must be con¬ 
sidered. If any are found which deprive the rail¬ 
roads of their property without due process, we must 
determine whether the remainder may nevertheless 
stand. Broadly, the record presents the question 
whether a statutory requirement that retired 
employees shall be paid pensions is regulation of 
commerce between the States within Article I, §8” 
(pp. 347-8) 

and in a footnote to this statement, the Court elaborated 
on the overlapping of the two fields of inquiry as follows: 

“When the question is whether the Congress has 
properly exercised a granted power the inquiry is 
whether the means adopted bear any reasonable 
relation to the ostensible exertion of the power [Cit¬ 
ing cases]. When the question is whether legislative 
action transcends the limits of due process guaran¬ 
teed by the Fifth Amendment, decision is guided by 
the principle that the law shall not be unreasonable, 
arbitrary or capricious, and that the means selected 
shall have a real and substantial relation to the ob¬ 
jects sought to be attained. Nebbia v. New York, 
291 U. S. 502, 525”. (pp. 347-8). 

The objectives of the Retirement Act were to promote 
safety, efficiency and economy in railroad operation. The 
Court, on the basis of economic and statistical data, held 
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that the abolition of excessive superannuation as a matter 
of fact could not be shown to promote safety or efficiency 
or economy (295 U. S. at pp. 364, 366) and also that no 
reasonable relationship existed between the assurance of 
retirement pensions and the improvement of morale from 
a standpoint of more efficient interstate operation of rail¬ 
roads (295 U. S. at pp. 367-374). The Court concluded that: 

1 ‘The act is not in purpose or effect a regulation of 
interstate commerce within the meaning of the Con¬ 
stitution”. (p. 362). 

In decisions since the Railroad Retirement case, the 
Supreme Court has continued to apply the requirement that 
Commerce Clause legislation bear a substantial relation¬ 
ship to the accomplishment of proper objectives in the regu¬ 
lation of interstate commerce. Thus, in United States v. 
Darby, 312 U. S. 100 (1941), the Court, with reference to 
Commerce Clause legislation, stated that Congress may 
choose 

“means reasonably adapted to the attainment of the 
permitted end”, (p. 121). 

In a more recent decision, United States v. Wrightwood 
Dairy Co., 315 TJ. S. 110 (1942), the same test was applied, 
the Court writing that congressional power under the Com¬ 
merce Clause 

“extends to those activities intrastate which so affect 
interstate commerce, or the exertion of the power 
of Congress over it, as to make regulation of them 
appropriate means to the attainment of a legitimate 
end, the effective execution of the granted power to 
regulate interstate commerce” (p. 119). (Emphasis 
supplied.) 

Even in its most recent pronouncement on the Commerce 

Clause in Wickard v. Filburn, 317 U. S.(U. S. Sup. Ct., 

Nov. 9, 1942), the Court specifically applied the above test 
and found it necessary to conclude in its opinion 



“that Congress may properly have considered that 
wheat consumed on the farm where grown if wholly 
out of the scheme of regulation would have a sub¬ 
stantial effect in defeating and obstructing its pur¬ 
pose to stimulate trade therein at increased prices.” 

If Section 11(b)(1) is to meet this established test, it 
must be made to appear to this Court that the provision for 
the divestiture of control by holding companies and the 
limitations upon the size of holding company systems im¬ 
posed by Section 11(b)(1) are substantially related to the 
elimination of the evils aimed at by the Act. However, the 
proffered constitutional evidence will demonstrate that 
there is no relationship whatever between the provisions of 
Section 11(b)(1) and the evils aimed at. This being so, 
Section 11(b)(1) must be declared unconstitutional as an 
improper enactment under the Commerce Clause. 

Lack of substantial relationship of holding 
company ownership to interstate commerce. 

Our second contention is that the very subject matter of 
Section 11(b)(1) is in itself beyond the domain of congres¬ 
sional power under the Commerce Clause. The point here 
is that the Section, dealing as it does solely with the ques¬ 
tion of the ownership by one corporation not created by 
Congress of stock in another corporation not created by 
Congress, does not deal with activity which “exerts a sub¬ 
stantial economic effect on interstate commerce” within the 
meaning of the requirement of all of the Supreme Court 
decisions on the question down to and including the opinion 

in Wickard v. Filburn, 317 U. S.(U. S. Sup. Ct., Nov. 9, 

1942), supra, from which the quoted words are taken. The 
necessity that any local activity to be regulated by Congress 
bear a substantial relationship to interstate commerce is, j 
of course, clear. See XJ. S. v. Wrightwood Dairy Co., 315 
110, 119 (1942); National Labor Relations Board v. Jones 1 
& Laughlin Steel Corp., 301 U. S. 1, 30 (1937); National j 
Labor Relations Board v. Fainblatt, 306 U. S. 601 (1939); 
United States v. Darby, 312 U. S. 100,119-121 (1941). 



Nor does the Supreme Court’s decision in Electric Bond 
& Share Co. v. Securities and Exchange Commission, 303 
XJ. S. 419 (1938), affect this case, for that decision was 
expressly confined to the registration requirements of Sec¬ 
tions 4 and 5 of the Act. The question of the validity of any 
provision of the Act other than these was expressly 
excluded, particularly Section 11 (see 303 U. S. at p. 436). 
A decision that Congress could require the furnishing of 
information from public utility holding companies obviously 
cannot be deemed to prove that Congress may under the 
Commerce Clause require divestiture by holding companies 
of their ownership in certain corporations specified by an 
administrative agency. For it is established that Congress 
can require the furnishing of information for the mere pur¬ 
pose of determining its jurisdiction. See, e. g. Newport 
News Shipbuilding <& Dry Dock Co. v. Schauffler, 303 U. S. 
54, 58 (193S). 

Since there is nothing in the Act making an effect upon 
interstate commerce of ownership by a holding company of 
securities of its subsidiaries a condition to the application 
of Section 11(b) (1), since there is nothing in the Act which 
requires the Commission to make any findings with respect 
to the effect upon interstate commerce of any such owner¬ 
ship, and since the vague declarations of policy contained 
in Section 1(b) of the Act are wholly unfounded in fact, 
and indeed are disproven by the proffered constitutional 
evidence in this case, Section 11(b)(1) must fall as dealing 
with matters not within the scope of congressional power 
under the Commerce Clause. 

Reserved powers—Tenth Amendment. 

Once the inevitable conclusion is reached that Section 
11(b)(1) is not a proper exercise of the power delegated to 
Congress under the Commerce Clause, it becomes clear that 
the Section is invalid as an interference with the reserved 
powers of the states in violation of the Tenth Amendment. 
Cf. United States v. Dewitt, 9 Wall. 41 (1869); Keller v. 
United States, 213 U. S. 138 (1909); United States v. Con¬ 
stantine, 296 U. S. 287 (1935); Hopkins Savings <£; Loan 
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Assn. v. Cleary, 296 U. S. 315 (1935); United States v. 
Butler, 297 U. S. 1 (1936); Carter v. Carter Coal Co., 298 
U. S. 238 (1936); United States v. Darby, 312 U. S. 100, 
124 (1941). 

A controlling decision on this point is Hopkins Savings 
& Loan Assn. v. Cleary, 296 U. S. 315 (1935), supra, where 
the Supreme Court held unconstitutional a section of the 
Federal Home Owners’ Loan Act of 1933 providing for the 
conversion of a State building and loan association into a 
Federal Home Loan Bank by a vote of 51% of the stock¬ 
holders without the consent of the state of incorporation. 
The Court upheld that State’s claim that the section violated 
the Tenth Amendment, the opinion of Mr. Justice Cardozo 
stating in part: 

“The Home Owners’ Loan Act, to the extent that 
it permits the conversion of state associations into 
federal ones in contravention of the laws of the place 
of their creation, is an unconstitutional encroachment 
upon the reserved powers of the states. United 
States Constitution, Amendment X. 

• • • # • • * I 


r 


11 


£ A corporation is a juristic person organized 
by government to accomplish certain ends, which ma^ 
be public or quasi-public, though for other purposes 
of classification the corporation is described as prif 
vate. Dartmouth College v. Woodward, 4 Wheat!. 
518, 668-672. Cf. the statutes and decisions collected 
by Brandeis, J. in Liggett Co. v. Lee, 288 U. S. 517, 
548 et seq. This is true of building and loan associa^ 
tions in Wisconsin and in other states. * * * How 
they shall be formed, how maintained and super¬ 
vised, and how and when dissolved, are matters of 
governmental policy, which it would be an intrusion 
for another government to regulate by statute or deci¬ 
sion, except when reasonably necessary for the fair 
and effective exercise of some other and cognate 
power explicitly conferred.” (pp. 335, 343). (Em¬ 
phasis supplied.) 
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IV. 


The Commission’s orders are erroneous in so far 
as they purport to control the choice of the principal 
system. 

In view of the finding of the Commission in this case 
that each of the Virginia and Gulf States systems consti¬ 
tutes an integrated system (Pet. App. 256), Engineers had 
the right to select either of the two as its principal system 
during the time allowed by the Act for compliance with an 
order under Section 11(b)(1). 

There is not even a shadow of an indication in the Sec¬ 
tion itself that the Commission may select one of a number 
of integrated systems as the single or principal system. 
The Commission in this case has nevertheless attempted 
to control the choice of a principal system through the 
device of directing in its order of September 16, 1942 that 
Engineers retain Virginia as its principal system unless, 
within fifteen days, Engineers should file a petition to retain 
Gulf States and the Commission should grant such peti¬ 
tion (Pet. App. 161). Engineers complained of this action 
in its Petition for Rehearing (Pet. App. 299, 300). In its 
order denying the Petition for Rehearing, the Commission 
modified its former order only to the extent of requiring 
such petition to retain Gulf States to be filed within fifteen 
days from the date of that order (Pet. App. 165). 

Lack of authority in the Act for the Commission to con¬ 
trol such choice when there is more than one integrated 
system must leave the right of choice with Engineers, and 
since no time is specified in the Act for the exercise of such 
' choice, it seems clear that it was intended that the choice 
could be made at any time before the expiration of the time 
for divestment. In a case such as this where there are 
i various integrated systems, any one of which may be chosen 
by the holding company as its single or principal system, 
the Commission could exercise its authority of divestment 
by a form of alternative order commonly used in anti-trust 
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cases, directing the disposition of this or that system or 
systems within the time limited but leaving the choice, as 
between the specified alternatives, to the holding company. 

The importance of the right of choice is particularly 
clear in the present case. The Commission in its Findings 
and Opinion, dated July 23, 1941, expressly stated that 
“a choice of either the Virginia or the Gulf States electric 
systems would be acceptable here” and that “the choice 
in this case between the Virginia and Gulf States electric 
systems is a close one” (Pet. App. 277, 278). The im¬ 
portance of the right of choice between the two systems 
becomes particularly clear when it is realized that the 
businesses of the two systems are quite different and that 
the value of the securities of each is affected by consid¬ 
erations entirely different from those affecting the value 
of the other. In such a case the retention by Engineers of 
its right of choice might well result in savings to it and 
to its investors of many millions of dollars. In prescrib¬ 
ing two fifteen day periods within which Engineers must 
petition the Commission to retain Gulf States instead of 
Virginia as its principal system and then restricting even 
this limited right of choice by the requirement of Commis¬ 
sion approval thereof, the Commission clearly violated 
Engineers 9 important right to choose for itself its principal 
system. 

In the case of North American Company v. Securities 
and Exchange Commission , supra , the Commission argued 
before the Circuit Court of Appeals for the Second Circuit, 
that it should be held that it had implied power to desig¬ 
nate the single or principal system because, if the Commis¬ 
sion did not choose the additional system, it would be re¬ 
quired to make findings under said section as to the retain- 
ability of each of the properties involved, first as a possible 
single system, then as possible additional systems with 
relation to each of the others considered as the single sys¬ 
tem, and would finally have to determine the retainability 
of each of the other businesses with relation to each of such 
utility systems. It was then urged that if the Commission 
were required to make such findings, this would result in 
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delays which would prevent the Commission from discharg¬ 
ing its duty to act under Section 11(b)(1) “as soon as prac¬ 
ticable”. This argument wholly fails in the present case. 
Here, because of the admission by the Commission of the 
closeness of the choice involved, it directed its trial exam¬ 
iner to receive evidence as the basis for the making of ad¬ 
visory findings on an alternative basis (see Findings and 
Order of July 23, 1941, Pet. App. 277, 278, 2S9), extensive 
hearings were had in respect thereof and the Commission 
actually made the alternative findings in its Findings and 
Opinion of September 16,1942 (Pet. App. 120-149). There¬ 
fore, the arbitrary procedure which the Commission fol¬ 
lowed in the present case cannot be defended on the ground 
that it was done to avoid delay or to meet the requirement 
that the Commission act “as soon as practicable”. 

Moreover, there is a further answer, conclusive in itself, 
to any possible claim that the Commission has an implied 
power to direct or control the choice of one of several in¬ 
tegrated systems as the single or principal system, for such 
an implied power, and even such a power expressly given 
in the Act without more, would be unconstitutional and void. 
We point out that there is a complete absence from the 
section of any standards whatever to guide the Commission 
in directing or controlling the choice of one of several in¬ 
tegrated systems as the principal system. The absence of 
such standards, even though the pow r er were expressly 
granted, wrould clearly render the section in this respect 
unconstitutional and void as an unlawful delegation of leg¬ 
islative power in violation of Section 1 of Article I of the 
Constitution. Whatever may be the limits in close cases 
upon the doctrine of delegation of powers, it is clear beyond 
a doubt that a delegation of power without congressional 
prescription of any standards whatever is constitutionally 
improper and void. Panama Refining Co. v. Ryan, 293 
U. S. 398 (1934); A. L. A. Schechter Poultry Corp. v. U. S., 
395 U. S. 495 (1935); Carter v. Carter Coal Company, 298 
U. S. 235, 23S (1935). 

Clearly, therefore, the Commission’s interpretation must 
be rejected, not only because it is inherently without sound 
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basis and contrary to what must have been the intent of 
Congress, but in order to avoid unconstitutionality. As 
the Supreme Court has frequently reiterated: 

“The cardinal principle of statutory construction 
is to save and not to destroy. We have repeatedly 
held that as between two possible interpretations 
of the statute, by one of which it would be unconsti¬ 
tutional and by the other valid, our plain duty is to 
adopt that which would save the Act. Even to avoid 
a serious doubt the rule is the same.” National 
Labor Relations Board v. Jones <& Laughline Steel 
Corp., 301 U. S. 1, 30 (1936). 

See also Blodgett v. Holden, 275 U. S. 142, 148 (1927); 
Federal Trade Commission v. American Tobacco Co., 264 
U. S. 307 (1924); Richmond Screw Anchor v. U. S., 225 
U. S. 331, 346 (1928); Pa'nama R. R. Co. v. Johnson, 264 
U. S. 375, 390 (1924). - .. 

V. 

The Commission erroneously construed Big B as 
requiring that all systems (including the single or prin¬ 
cipal system) be located in one geographical area. 

The proceeding which led to the orders under review was 
brought by the Commission under Sec. 11(b)(1). (1) Said 
section directs the Commisison to limit each holding com¬ 
pany to a single integrated public utility system, subject, 
however, to the proviso that the Commission shall permit 


(!) Omitting certain portions relating to incidental businesses, this Section 
reads, 

“Sec. 11(b) It shall be the duty of the Commission as soon as practicable 
after January 1, 1938: 

(1) to require by order, after notice and opportunity for hearing, that 
each registered holding company, and each subsidiary company thereof, shall 
take such action as the Commission shall find necessary to limit the opera¬ 
tions of the holding-company system of which such company is a part to a 
single integrated public-utility system, * * *; Provided, however, That the 
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the retention of one or more additional systems if it finds 
that they comply with the standards set forth in clauses 
(A), (B) and (C) of such proviso (commonly referred to 
as the ABC standards). The A standard has to do with 
economies of operation, the B standard (Big B) with geo¬ 
graphical location and the C standard with size. Big B says 
only that “all of such additional systems” must be “located 
in one State, or in adjoining States, or in a contiguous for¬ 
eign country; * * 

When the factual situation of the Respondents is con¬ 
sidered, the importance to them of the interpretation of 
Big B becomes apparent. Among other systems, Engineers 
has a system in Virginia and North Carolina (Virginia); 
a system in East Texas and Louisiana (Gulf States), and 
a system in V’est Texas and New Mexico (El Paso), all of 
which are relatively important electric operating systems. 

Early in the case and prior to the submission of any 
testimony, the Commission called a hearing for the pur¬ 
pose, among other things, of simplifying the issues (Pet. 
App. 237). At this and subsequent hearings the meaning 
of Big B was argued by both Respondents and the Commis¬ 
sion Staff before the Commission. Respondents argued 
that the clear meaning of Section 11(b)(1) was that Engi¬ 
neers had the right to hold with, Virginia as the single or 
principal system, also Gulf States and El Paso, both lo¬ 
cated in Texas and states adjoining Texas as additional 
systems, provided it could by evidence establish that the 
Gulf States and El Paso systems met the A and C stand- 


Commission shall permit a registered holding company to continue to control 
one or more additional integrated public-utility systems, if, after notice and 
opportunity for hearing, it finds that— 

(A) Each of such additional systems cannot be operated as an inde¬ 
pendent system without the loss of substantial economies which can be 
secured by the retention of control by such holding company of such 
system; 

(B) All of such additional systems arc located in one State, or in 
adjoining States, or in a contiguous foreign country; and 

(C) The continued combination of such systems under the control of 
such holding company is not so large (considering the state of the art 
and the area or region affected) as to impair the advantages of localized 
management, efficient operation, or the effectiveness of regulation.” 
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ards. This contention rested upon the “two-area’’ inter¬ 
pretation of Big B, namely, that its requirement as to 
location in “one State, or in adjoining States, or in a con¬ 
tiguous foreign country,” relates only to the inter¬ 
relationship of the additional systems and not to their rela¬ 
tion with the principal system. 

In its Findings and Opinion of July 23,1941 (Pet. App. 
243) the Commission interpreted Big B as relating to the 
geographical relationship of the principal system to the 
additional system or systems, as if, as the Commission says 
(App. 260) Big B read: 

“(B) All of such additional systems are located 
in a State in which the single integrated public-utility 
system operates, or in States adjoining such a State, 
or in a foreign country contiguous thereto.” [The 
italicized words do not appear in Big B in the Act.] 

Or as expressed by the Commission in its Findings and| 
Opinion (Pet. App. 269-270), its interpretation is that the| 
Commission, 

“by appropriate administrative action, shall require 
each registered holding company (and each of its 
subsidiaries) to limit the public-utility operations of 
its holding-company system to (a) a single integrated 
public-utility system and (b) such additional inte¬ 
grated public-utility systems as meet the standards 
of clauses (A) and (C) and are located in a State 
in which such single system operates, or in States 
adjoining such a State, or in a foreign country con ¬ 
tiguous thereto.” 

This is the “one-area interpretation.” It would prevent 
Engineers from continuing to hold with Virginia as its 
single or principal system, either the Gulf States or the 
El Paso system. Its adoption by the Commission made ijfc 
the law of the case and prevented Engineers from introp 
ducing evidence to show that Gulf States and El Paso met 
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the A and C standards as systems additional to the Vir¬ 
ginia system and could continue to be held. 


A. 

The plain language of Big B permits the retention 
of additional systems provided only that “such addi¬ 
tional systems are located in one State, or in adjoining 
States, or in a contiguous foreign country.” 

The subject matter of the proviso containing the A, B 
• and C standards is “one or more integrated public utility 
systems” in addition to the single or principal system, and 
the proviso directs the Commission to permit their reten¬ 
tion if it finds, with respect to such additional systems, that 
! the economy test in A is met, the geographical test in Big B 
is met, and the size test in C is met. 

Looking at the language of Big B the requirement is 
only that “all such additional systems” be located as 
required thereby. In order to give Big B the Commission’s 
restrictive one-area interpretation, either (1) the word 
1 “additional” must be stricken out or (2) as the Commis- 
1 sion does in effect, there must be interpolated after the 
word “State” the vrords “in which the single integrated 
public utility system operates” (Pet. App. 260). 

The word “additional” is in Big B. Under the general 
rule of statutory construction, that all words of a statute 
must be given a meaning if possible, it must remain there. 
The words interpolated by the Commission are not found in 
the statute. 

The Commission argued that the primary purpose of 
Section 11 was to restrict the operations of each holding 
company system to a single integrated public utility sys¬ 
tem, that is, only as an exception to that provision are addi¬ 
tional integrated public utility systems permitted to be 
retained, and that the validity of the two-area interpreta¬ 
tion of Big B must be looked upon with doubt since it 
results in “nullifying the primary purpose of Section 
11(b)(1).” We believe that the “primary purpose” of 
Section 11(b)(1) can properly be determined only by look¬ 
ing at it as a whole, including the proviso. To find its mean- 
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ing otherwise seems to involve a presupposition as to the 
intent of Section 11(b)(1). None of the other specific pro¬ 
visions of Section 11(b)(1) is inconsistent with the two- 
area interpretation. Both Clauses A and C can be given 
full effect on this interpretation. There is nothing in the 
language of the section to fairly lead to the conclusion that 
they were intended to be applied to anything other than this 
obvious grammatical antecedent, namely, the additional 
system or systems considered by themselves. 

B. 

Nothing in the legislative history of Section 11 war¬ 
rants an interpretation contrary to its plain meaning. 

Section 11(b)(1) as finally enacted was the result of a 
compromise of a basic conflict between the Bill as originally 
passed by the Senate and the Bill as originally passed by the 
House. As passed by the Senate (S. 2796 (74th Cong. 1st 
Sess.), on June 13,1935), a holding company could continue 
as such only if it were a first degree holding company and 
only if the Federal Power Commission certified that the 
holding company relation was necessary, under applicable 
law, for the operations of a geographically and economically ! 
integrated public utility system, serving an economic region 
in a single State or extending into two or more contiguous 
States or into a foreign country.* 

The House Bill on the other hand was much more 
flexible. The Bill as passed by the Senate was sent to the j 
House and referred to the Committee on Interstate and 


♦This provision, Section 11(b)(3) of S. 2796, read: 

“Promptly after January 1, 1940. to require each registered holding 
company, to take such steps (either by divesting itself of control, securi¬ 
ties, or other assets, or by reorganization or dissolution, or otherwise) ! 
as the Commission finds necessary or appropriate to make such company [ 
cease to be a holding company: Provided, however, that the Commission, i 
upon such terms and conditions as it may find necessary or appropriate I 
in the public interest or for the protection of investors or consumers, shall I 
permit a registered holding company to continue to be a holding company 
in the first degree if such company has obtained from the Federal Power 
Commission a certificate that the continuance of the holding-company 
relation is necessary, under the applicable State or foreign law, for the 
operations of a geographically and economically integrated public-utility 
system serving an economic region in a single State or extending into two 
or more contiguous States or into a contiguous foreign country.” 
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Foreign Commerce, which materially modified Section 11 
as contained in S. 2796. The House substitute provided 
for such divestments as the Commission might find neces¬ 
sary to limit the operations of the holding-company system 
to a single integrated public-utility system wdth the excep¬ 
tion, however, that if the Commission found it was not 
necessary in the public interest to so limit the operations 
of such holding-company system, the order of the Commis¬ 
sion should require such company to take only such action 
as the Commission found necessary to limit such operation 
to such number of integrated public-utility systems as it 
found might be included in such holding-company system 
consistently with the public interest.* 

The basic divergence between the tw T o Bills is thus ap¬ 
parent. The Senate draft limited the systems which a 
holding company might retain at the most to those serving 
a single economic region. On the other hand the House 
Bill permitted as many systems (regardless of location) 
to be held as were found by the Commission to be consistent 
with the public interest. The bills, therefore, were referred 
to a Conference Committee of the two branches, and the 
Conference Report [H. R. Rep. No. 1903, 74th Cong., 1st 
Sess. (1935)] adopted by both branches for the first time 
presented Section 11(b)(1) in its present form. 

Section 11(b)(1) was mentioned in the Conference Re¬ 
port in two paragraphs, both at page 71, both referred to 
in the Commission’s Findings and Opinion (Pet. App. 261, 
265). The first reference is as follows: 

* Section 11 of the House substitute bill provided in part: 

“(b) It shall be the duty of the Commission after notice and oppor¬ 
tunity for hearing, by order to require each registered holding company 
and each subsidiary company thereof to take such action (cither by divest¬ 
ing itself of any interest in or control over property or persons, or other¬ 
wise) as the Commission finds necessary to limit the operations of the 
holding-company system of which such company is a part to a single 
integrated public-utility system ^except that if the Commission finds that 
it is not necessary in the public interest to so limit the operations of such 
holding-company system, the order of the Commission shall require such 
company to take only such action (either by divesting itself of any interest 
in or control over persons or property, or otherwise) as the Commission 
finds necessary to limit such operations to such number of integrated 
public-utility systems as it finds may be included in such holding-company 
system consistently with the public interest.” (See footnote 29, Pet App. 
262, 263.) 
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“The substitute (Section 11(b)(1)) # * * makes 
provision to meet the situation where a holding com¬ 
pany can show a real economic need on the part of 
additional integrated systems for permitting the 
holding company to keep these additional systems 
under localized management with a principal in¬ 
tegrated system. Under such circumstances the 
Commission is directed to permit the holding com¬ 
pany to retain control of such additional systems, 
even though not physically integrated with the prin¬ 
cipal system, provided all such integrated systems 
are located in the same State or States, or in adjoin¬ 
ing States or in a contiguous foreign country.” 

The next paragraph of the Conference Report speaks 
of Section 11(b)(1) as permitting the holding company 
“to keep these additional systems under localized manage¬ 
ment with a principal integrated system * * * even though 
not physically integrated with the principal system, pro¬ 
vided all such integrated systems are located in the same 
State or States or in adjoining States or in a contiguous 
foreign country.” 

In the paragraph first above quoted, the Commission 
gives emphasis to the words “to keep these additional sys¬ 
tems under localized management with a principal system.” 
As bearing upon the interpretation of Big B, it is submitted 
that the emphasized words have no real significance. The 
additional systems naturally would be under the same man¬ 
agement as the principal system, and we point out that the 
localized management referred to in clause C is not, as the 
Conference Committee seems to state, actual “localized 
management” at all, but, as the Committee must have in¬ 
tended, the “advantages of localized management.” The 
two conceptions are, of course, fundamentally different. 
One presupposes actual localized management and the other 
contemplates only, not localized management as such, but a 
management so set up as to retain for the properties in 
question, the advantages of localized management. At 
most, therefore, this emphasized portion of the paragraph 
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shows confused thinking on the part of the Committee with 
respect to what the revised Section 11(b)(1) was intended 
to do. Again the Commission emphasizes the words “pro¬ 
vided all such integrated systems are located in the same 
State or States, or in adjoining States or in a contiguous 
foreign country. It fails to emphasize the reference, im¬ 
mediately preceding the emphasized portion, in both such 
paragraphs to “such additional systems, even though not 
physically integrated with the principal system.” When 
these antecedents are borne in mind, the phrase “provided 
all such integrated systems are located * * *” following im¬ 
mediately thereafter, obviously means all such integrated 
systems not physically integrated with the principal system 
and not, as the Commission seems to infer, all such inte¬ 
grated systems including the principal system. 

Accordingly, the Commission, we think it fair to say, 
places its main reliance for an interpretation of Big B, con¬ 
trary to its plain meaning, on excerpts from the Conference 
Report, which are either opposed to its construction or are 
at worst ambiguous. 

Also, the remarks of Representatives Huddleston (79 
Cong. Rec. 14167, Aug. 22, 1935) and Cooper (79 Cong. 
Rec. 14166, Aug. 22, 1935), referred to by the Commission 
(Pet. App. 265, 266), if we bear in mind that these gentle¬ 
men had been active opponents of the Senate Bill and sup¬ 
porters of the broad provisions of the House substitute bill, 
could have been directed at the compromise present Sec¬ 
tion 11(b)(1) even if they were assuming the two-area in¬ 
terpretation. These gentlemen had opposed any geograph¬ 
ical restriction. From their point of view the two-area 
interpretation was little more satisfactory than the one- 
area interpretation. The remarks of Representative 
O’Connor, viewed most unfavorably to the Petitioners (79 
Cong. Rec. 14168, Aug. 22, 1935) (Pet. App. 267), are no 
more than ambiguous. 

The Commission leans heavily upon the “posthumous” 
speech of Senator Wheeler (79 Cong. Rec. 14479, Aug. 24, 
1935) (Pet. App. 267) which is the only statement of the 
one-area interpretation in the whole legislative record, al- 
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though the Commission itself admits that this speech is not 
strictly part of the legislative history of the Act. We sub¬ 
mit that it is entitled to no consideration. A statement by 
a senator, even one in charge of a piece of legislation, made 
only after the bill had passed, cannot possibly have had any 
bearing on the intention of Congress in enacting the legisla¬ 
tion, and has no place in the examination of the legislative 
history for the purpose of interpretation. Moreover, the 
statement was made in the confusion of the closing hours 
of Congress and after the controversy over the provisions 
of the Act was considered settled and the Act passed. Also, 
Senator Wheeler had declined to make a statement on the 
compromise Section 11 prior to its passage, although spe¬ 
cifically invited so to do by Senator Norris during the pen¬ 
dency of the motion to adopt the Conference Report. In 
these circumstances his statement has no probative force. 

C. 

The one-area interpretation adopted by the Com¬ 
mission is no real compromise, while the legislative his¬ 
tory shows a real compromise was intended. 

No approach to the interpretation of the meaning of 
Big B from the legislative history point of view can prop¬ 
erly be made without starting from the basic controversy 
which early developed between the House and the Senate. 

It is clear from the record, that the fundamental conflict 
between the House and the Senate was on the broad ques¬ 
tion whether multi-area holding companies, with no limit¬ 
ing geographical spread, should be permitted, or whether, 
on the other extreme, holding company operations should 
be limited to one single region. This is obvious from (1) 
the terms of the House bill itself (see footnote 29, Pet. App. 
262, 263; 79 Cong. Rec. 10508-10509; 79 Cong. Rec. 10634- 
10637); (2) the report of the House Committee on Inter¬ 
state and Foreign Commerce (No. 1318 accompanying S. 
2796 when referred by the Committee to the House) which 
specifically explained that the House bill differed from the 
Senate bill by authorizing the Commission to permit the 
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retention of “such number of integrated public utility 
systems” (p. 6 of No. 1318, supra) as it might find could 
be included in the system consistently with the public in¬ 
terest; (3) Representative Eicher’s minority report (pp. 
44, 45, 47 of No. 1318, supra) in which be dissented from 
! the House Committee Report on the ground that any relaxa¬ 
tion from the single area requirement departed from the 
President’s recommendation, and because be thought the 
House bill sanctioned the status quo and proceeded on a 
theory that it would be sufficient for the interests of the 
country to arrest further concentration of control over 
operating utilities; (4) speeches in the House made by Mr. 
Rayburn on June 27 (79 Cong. Rec. 10325), Mr. Huddleston 
on June 28 (79 Cong. Rec. 10355) and Mr. Mapes on July 1 
(79 Cong. Rec. 10544); and (5) by the Conference Report 
itself, which stated the House bill as directing the Commis¬ 
sion to limit holding companies only to such number of in¬ 
tegrated public utility systems as it might find consistent 
with the public interest, and stated that “integrated public 
utility system” meant substantially the same as a “geo¬ 
graphically and economically integrated public utility sys¬ 
tem,” the term used in the Senate bill. 

Mr. Rayburn in his speech on the compromise bill, de¬ 
livered in the House on August 22 (79 Cong. Rec. 10164) 
stated that the Senate bill permitted no exception to the 
single area requirement, that the House bill permitted the 
1 retention of such number of systems as the Commission 
1 might deem consistent with the public interest, and that the 
compromise contained an exception but one which did not go 
“quite so far as the House provision” because of the A, B, 
and C standards as to additional integrated systems. 

Mr. Rayburn had the clerk read the President’s letter 
of August 21 to Mr. Rayburn, in which the President, after 
referring to Section 11(b) said: 

“From the point of view of the House, this pro¬ 
posal certainly constitutes a most generous conces¬ 
sion on the part of the Senate conferees. From any 
point of view, it represents a greater recession from 
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the Senate Bill than I should like to see made. But I 
understand the urgent desire of many members of 
both Houses to have the Bill worked out at this ses- 
sion, and to that end I hope the House will find this 
proposal of the Senate conferees acceptable.” (Em¬ 
phasis ours.) 

Mr. Rayburn discussed at length the A and C standards 
contained in the compromise Section 11, and mentioned the 
“restricted area” provisions of Big B, but made no refer¬ 
ence whatsoever to any one-area or region interpretation. 

Big B on its face calls for the two-area interpretation. 
Section 11(b)(1) on this interpretation is a real compromise 
between the extreme House and Senate positions, and is 
completely consistent with everything appearing in the rec¬ 
ord (except, of course, Senator Wheeler’s posthumous 
speech). It is obvious that the House thought a real com¬ 
promise was being effected. The one-area interpretation 
would make the so-called compromise no real compromise 
at all but, on the contrary, a complete surrender on the part 
of the House of its stubbornly held position. 

The Commission in its opinion has omitted all reference 
to one of the most significant changes in the compromise 
bill, one which clearly shows that the real compromise per¬ 
tained to the number of areas. This is the dropping from 
the policy Section 1(c) of the compromise bill of the state¬ 
ment that it was the policy of the Act that properties “not | 
economically and geographically related in operation” 
should be eliminated and the substitution in place thereof of 
reference to the elimination of properties detrimental to the 
proper functioning of public utility systems. 


D. 

The rationale of Section 11(b)(1). 

The Commission develops in its July 23, 1941 Findings 
and Opinion (Pet. App. 270) what it alleges to be absurd 
consequences resulting from the two-area interpretation. 
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To some extent, the characterization of such results as 
absurd rests upon the Commission’s presupposition that 
there is a “legislative concept”, apparently found elsewhere 
than in Section 11(b)(1) itself, of limiting holding company 
control to related operating properties in one restricted 
territory (Pet. App. 274). Since Section 11(b) (1) contains 
the only provision of the Act dealing with geographical 
limitation, there can be no legitimate basis for such pre¬ 
supposition. 

Also there can be pointed out a comparable arbitrariness 
or absurdity in the results of the one-area interpretation 
which the Commission adopts. The Commission applies the 
one-area interpretation solely to the Engineers’ system and 
finds no “absurd” results thereunder but ventures into 
hypothetical cases to illustrate the “absurdities” of the 
two-area interpretation. Looking ourselves beyond the 
the Engineers’ system, we ask the Court to compare, under 
the one-area interpretation, a holding company with its 
primary system in Maine, confined to two small states, with 
one with its primary system in Missouri, free to expand 
through eight large states, or to compare a company with 
its principal system in California, which could hold a sys¬ 
tem 1,300 miles from its principal system, with one having 
its principal system in Rhode Island, limited to an extension 
of some 200 miles. 

A compromise of such fundamentally conflicting theories 
as those behind the House and Senate bills is by its very 
nature likely to be arbitrary when applied to some situa¬ 
tions. Strict logic is not the usual result of a compromise. 
The argument of arbitrariness is inadmissible so long as 
the fact is, as we have shown, that the one-area interpreta¬ 
tion is also capricious in its application. 

E. 

Summary. 

The plain meaning of Big B, and of Section 11(b)(1) as 
a whole, unquestionably permits the retention of utility 
systems in at least two separated areas. There is nothing 
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in the legislative history of the Act to compel or justify 
changing the language of Big B, or interpolating into that 
language a restriction which would limit the systems which 
might be retained to those in the same state as the principal 
system or in adjoining states, etc. There is nothing in the 
Act outside of Section 11 bearing upon the question of geo¬ 
graphical extent. In the absence of any policy directive 
elsewhere in the Act looking toward a restrictive one-area 
interpretation, there is no incongruity or absurdity in the 
results of the two-area interpretation of Section 11(b)(1) 
such as to justify twisting the plain wording of the section. 
Senator Wheeler’s posthumous speech has no place in the 
legislative history as it could not have controlled or in any 
way influenced the intent of Congress. All other action in 
Congress is against the one-area interpretation or ambigu¬ 
ous on the question and affords no warrant for departing 
from the plain words of Big B as enacted. The plain wnrds 
lead inevitably to a two-area interpretation. 

The one-area interpretation adopted by the Commis-| 
sion is gravely prejudicial to the rights of Engineers) 
because the practical result most desired by Engineers has 
been to retain Virginia and Gulf States and, if possible, 
El Paso, in its holding company system and by this interpre¬ 
tation Engineers was foreclosed at the outset of these pro¬ 
ceedings from showing by evidence that such combination 
would meet the A and C standards of the proviso to Section 
11(b)(1). This Court should correct that interpretation and 
send the case back to the Commission for rehearing in th^ 
light of a correct interpretation of Big B. 
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VI. 

1 The Commission decided questions relating to 
“other businesses” (as distinguished from integrated 
public utility systems) on an erroneous construction of 
the “other business” clauses of Section 11(b)(1). 

Involved in this case were a considerable number of 
businesses other than that of “public utility companies’’ 
as that term is defined in the Act. These other businesses 
are controlled by the so-called “other business” clauses of 
Section 11(b)(1). 

The “other businesses” so involved are: (a) a combi¬ 
nation street railway and bus transportation business, an 
ice business, and an electric and gas merchandising busi¬ 
ness of Virginia; (b) a street railway and bus transporta¬ 
tion business and electric merchandising business of Savan¬ 
nah; (c) steam, water, ice and electric and gas merchandis¬ 
ing businesses of Gulf States; (d) a bus transportation 
business of Baton Rouge Bus; and (e) a street railway and 
bus transportation business and toll bridges of El Paso 
and El Paso and Juarez Traction Company. 

It is significant that of all these businesses, the only 
businesses which the Commission has permitted to be 
retained in the Engineers’ system, disregarding the ques¬ 
tion of the single or principal system to be retained, are 
those which the Commission has expressly found to be 
functionally related to the operations of the public utility 
system involved. These are the Virginia ice business, 
which served the function of heating the Virginia Electric 
service building in Williamsburg in winter and cooling that 
building in summer and producing ice as a by-product (Pet. 
App. 96-97); the Gulf States steam business which the Com¬ 
mission found to consist largely of the sale of steam pro¬ 
duced in connection with the generation of electricity at 
one of the company’s electric plants (Pet. App. 127-128); 
and the electric merchandising and jobbing businesses of 
all the companies mentioned which were conducted solely 
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for the purpose of load building, and which Respondents 
do not regard as separate businesses at all. 

It is further significant that with respect to two of the 
“other businesses” which were required to be disposed of, 
namely, the Baton Rouge bus business (Pet. App. 122-124) 
and Gulf States water business (Pet. App. 124-126), there 
were no findings except those relating to the absence of a 
functional relationship, so that the order of divestment 
was obviously based solely on that ground. In all other 
cases an examination of the reasoning of the Commission 
shows that the principal reason leading to the order of 
divestment of such businesses was the absence of a func¬ 
tional relationship between them and the related utility 
systems. 

It is the contention of the Petitioners that the other busi¬ 
ness clauses of Section 11(b)(1) when properly interpreted 
and particularly in the light of their legislative history do 
not require, as a condition of retention of other businesses, 
that there be any functional relationship between the 
“other businesses” and the utility systems involved. 


A functional relationship is not required by the 
language of the “other business*’ clauses. 

In Section 11(b)(1) there are two “other business” 
clauses. The first such “other business * 9 clause is contained 
in the first part of Section 11(b)(1) which directs the Com¬ 
mission to require each holding company to limit its opera¬ 
tions to a single integrated public-utility system and “to 
such other businesses as are reasonably incidental, or eco¬ 
nomically necessary or appropriate to the operations of 
such integrated public-utility system; * * Then fol¬ 
lows the proviso containing the A, B, C standards for the 
retention of additional systems and the following clause (the 
last sentence in Section 11(b)(1)) which is commonly known 
as the second other business clause, and reads as follows: 

“The Commission may permit as reasonably in¬ 
cidental, or economically necessary or appropriate to 
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the operations of one or more integrated public- 
utility systems the retention of an interest in any 
business (other than the business of a public-utility 
company as such) which the Commission shall find 
necessary or appropriate in the public interest or for 
the protection of investors or consumers and not 
detrimental to the proper functioning of such system 
or systems .’ 9 

It will be noted that this second other business clause 
provides in effect that an interest in another business will 
! meet the two alternative requirements set forth in the first 
other business clause, i.e. that it is reasonably incidental or 
! economically appropriate, if the Commission shall find that 
its retention is necessary or appropriate (i) in the public 
interest or (ii) for the protection of investors or (iii) for 
the protection of consumers and (iv) not detrimental to the 
proper functioning of such system or systems. For a clear 
understanding of the Act, it is essential to note that the 
second other business clause is explanatory of and not sup- 
1 plemental to the first. If the standards of the second other 
1 business clause are met, the retention is per se “reasonably 
incidental, or economically necessary or appropriate.” 

It should also be noted that the first three standards in 
the second other business clause, namely, public interest, 
protection of investors, and protection of consumers, are 
in the alternative. Furthermore, in each of these first three 
standards the words “necessary” and “appropriate” are 
used in the alternative. Thus a holding company may retain 
1 an interest in any business which the Commission shall find 
1 necessary or appropriate (i) in the public interest or (ii) 
for the protection of investors or (iii) for the protection of 
consumers and (iv) not detrimental to the proper function¬ 
ing of such system or systems. The only standard which 
I must be met in any event is (iv) which is derived from the 
policy section 1(c) of the Act, which, as has been seen, 
1 provides for the elimination of properties detrimental to 
the proper functioning of integrated public-utility systems. 
1 That, it will be remembered, is the very section and sub¬ 
section from which the requirement that all additional sys- 



63 


terns shall be “economically and geographically related in 
operation” was eliminated in the modifications made in 
conference. So it is clear that the Congress did not intend 
any functionalistic standard in the A, B, C clauses. 

Respondents believe that the meaning of the other busi¬ 
ness clauses for which they contend was found by the Com¬ 
mission itself in the case of In the Matter of the United Gas 
Improvement Company, et al., April 15,1941, Holding Com¬ 
pany Act Release 2692, 9 S. E. C., where the Commission 

said: 

“We must conclude that the two clauses in Sec¬ 
tion 11(b)(1) which refer to the retention of other 
businesses, when taken together, mean that the Com¬ 
mission must permit the retention of other busi¬ 
nesses, * * *, which are found to be reasonably 
incidental or economically necessary or appropriate 
to the operations of an integrated public utility sys¬ 
tem retainable under the control of the holding 
company, and that * • # these standards may be met 
if the retention of the investments or other interests 
is found to be necessary or appropriate in the public 
interest or for the protection of inevstors or con¬ 
sumers and not detrimental to the proper functioning 
of such system or systems .” (Emphasis supplied.) 

The legislative history of the Act shows beyond a 
shadow of a doubt that this is the proper interpretation 
and that the second other business clause defines the mean¬ 
ing of the first. 

B. 

The legislative history of the “other business” 
clauses shows that it was not intended as a prerequisite 
to their retention in holding company systems that any 
functional relationship exist. 

Section 11 of the original bill did not contain either of 
what are now known as the other business clauses, but 
required that holding companies dispose of securities ot 
assets whenever the Commission found that the continued 
ownership or control thereof was not necessary or appro! 
priate to the operation of a single integrated system. Sec! 
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tion 8(a)* of the original bill declared it unlawful for a 
holding company to carry on any other business not ex¬ 
pressly authorized by State Commission or “such other 
business reasonably incidental to the foregoing as the Com¬ 
mission by rule, regulation, or order may permit as neces¬ 
sary or appropriate in the public interest or for the 
protection of investors or consumers and not in contraven¬ 
tion of the provisions of this Act.” The interpretative 
memorandum which accompanied the original bill on its 
introduction in Congress (See 79 Cong. Rec. 1525, Feb. 6, 
1935) explained Section 8(a) as follows: 

“registered holding companies are restricted to the 
gas and electric utility business and those operations 
reasonably incidental thereto. It is expressly pro¬ 
vided in this subsection, however, that such addi¬ 
tional public utility business as an operating company 
is permitted to carry on by the State in which it is 
organized shall be allowed to continue. There is 
further a flexible provision giving the Commission 
power to include other incidental activities. These 
'provisions are so designed as not to cause inter¬ 
ference with State policy which allows or fosters the 
carrying on of waterworks, traction business, bus 
systems, etc. by electric and gas utilities” (Hearings 
Before Committee on Interstate Commerce, U. S. 
Senate, 74th Cong., 1st Sess. on S. 1725, April 16, 
1935, at pp. 55-56.) (Emphasis supplied.) 

In the Senate substitute bill (S. 2796) which was reported 
favorably by the Senate Committee on Interstate and 
Foreign Commerce, Section 8 was changed so as to be 
applicable only to future acquisitions, and there was ap- 

* S. 1725 (74 Cong. 1st Sess.) Section “8(a) After January 1, 1937, it shall 
be unlawful for any registered holding company to have any interest, directly or 
indirectly, through the ownership or control of securities by such holding com¬ 
pany or by any of its subsidiary companies, or otherwise, in any business other 
than (1) the business of the production, generation, transportation, transmission, 
or distribution of gas and/or electric energy; (2) any other business carried on 
by a public utility exclusively in a State or States where the carrying on of such 
business by such company is expressly authorized by the State Commission; and 
(3) such other business reasonably incidental to the foregoing as the Commis¬ 
sion by rule, regulation, or order may permit as necessary or appropriate in the 
public interest or for the protection of investors or consumers and not in con¬ 
travention of the provisions of this Act.” 
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pended to Section 11(b) (1)* the requirement, in addition to 
the single system limitation, that holding companies retain 
only ‘‘such business as is reasonably incidental, or economi¬ 
cally necessary or appropriate, to the operations of such 
system.’’ It should be noted that this is substantially the 
same as the first other business clause, which precedes the 
additional system proviso of Section 11(b)(1). 

On June 7, 1935 when the Senate substitute bill was 
debated on the floor of the Senate, the indefiniteness of the 
phrase in the first other business clause, “reasonably inci- I 
dental or economically necessary or appropriate”, was the 
basis for an amendment designed to clarify its obscurity. 
The following colloquy between Senators Minton, Wheeler 
and Johnson is of supreme importance for an understand-1 


ing of the other business clauses (79 Cong. Rec. 8849): 


“Mr. Minton: I offer the amendment, which I send 
to the desk. 

(The chief clerk then read the proposed amend¬ 
ment to append the following clause to Section 
11(b)(1) after the clause ‘such business as is 
reasonably incidental, or economically necessary or 
appropriate, to the operations of such system’:) 

“ ,* the Commission may permit as reasonably inci-j 
dental or economically necessary or appropriate to 
the operations of such system the retention of an 
interest in any business (other than the business of a) 
public-utility company as such) in which such reg-i 
istered holding company or such subsidiary company 
thereof is engaged or has an interest if the Com¬ 
mission finds that such business is affected with 4 
public interest and its rates or charges are regulated 
by law, and that the retention of such interest in such 
business is not detrimental to the proper functioning 
of a single geographically and economically interf 
grated public-utility system. 

* In the original bill the comparable subsection was designated 11 (b) (2). 
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“Mr. Minton: Mr. President, the purpose of this 
amendment is to enable the holding company that 
has gas and electric properties and also water prop¬ 
erties, we will say, by way of illustration, to come 
within the purview of the proposed act without 
giving up its water properties. Water properties of 
course are utility properties; they are affected with 
a public interest; and their rates and process, of 
course, are regulated entirely by the State commis¬ 
sions, and they are intrastate in their activities. 
Therefore this amendment would simply permit a 
holding company that comes within the purview of the 
bill as to its electric and gas properties, we will say, 
to retain such water properties as it may hold.” 
(Emphasis supplied.) 

“Mr. Wheeler: Mr. President, let me say to the 
Senator that I have examined the amendment and I 
have not any particular objection in a geographically 
integrated district to a holding company having a 
water company or some other company which is regu¬ 
lated by a public commission and which it has at the 
present time, but we do, under the bill, propose to 
prevent them even in this instance, from keeping 
those that they have if the Commission finds that 
their retention is detrimental to the public interest.” 
(Emphasis supplied.) 

“Mr. Johnson: Mr. President, the particular 
amendment of the Senator from Indiana (Mr. Min¬ 
ton) relates to a specific corporation, does it not? 
I ask the question because I have an instance here 
which I think relates to the same corporation. 

“Mr. Minton: I will say to the Senator it does. I 
had in mind presenting this amendment the partic¬ 
ular problem of the American Water Works Corpora¬ 
tion, which owns several plants in my State in differ¬ 
ent towns. The amendment is designed to enable 
that company to retain its water properties and to 
bring its other properties within the purview of the 
proposed act.” 
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The amendment offered by Senator Minton was adopted 
bnt withdrawn by consent when Senator Johnson read a 
letter from the University of California requesting exemp¬ 
tion from the first other business clause of a company assist¬ 
ing it in agricultural experimental work, and asked that 
Mr. Minton’s amendment be left open over the week end 
so that the two might be combined. 

On Monday, June 10, Senators Johnson and Minton 
made the following statement (79 Cong. Rec. 8943-8944): 

“Mr. Johnson: Mr. President, I desire to call up 
an amendment of mine, as well as an amendment of 
the Senator from Indiana (Mr. Minton) which was 
presented last Friday evening. The amendment in 
which I am interested has been presented to those 
who are the sponsors of the bill, and they have 
rewritten it as a part of the amendment of the 
Senator from Indiana.” 

“Mr. Minton. Mr. President, the first part of the 
amendment referred to by the Senator from Califor¬ 
nia is the part which deals with the situation which 
I brought to the attention of the Senate by an amend¬ 
ment on last Friday. 

“I will now say to the Senate that the amend¬ 
ment now offered by the Senator from California 
incorporates in it the idea which 1 had in mind in 
my amendment, and fully meets that situation, and, 
if acceptable to the Senate, is agreeable to me. # * *” 
(Emphasis supplied.) 

The Senate then adopted the following consolidated 
amendment which consisted of the Minton proposal with 
the italicized language suffixed for Senator Johnson (79 
Cong. Rec. 8944): 

“the Commission may permit as reasonably inci¬ 
dental or economically necessary or appropriate to 
the operation of such system the retention of an inter¬ 
est in any business (other than the business of a 
public utility company as such) in which such regis- 
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tered holding company or such subsidiary company 
thereof is engaged or has an interest if the Commis¬ 
sion finds (1) that such business is affected with a 
public interest and its rates or charges are regulated 
by law, and that the retention of such interest in 
such business is not detrimental to the proper func¬ 
tioning of a single geographically and economically 
integrated public utility system, or (2) that such 
business is solely that of owning and operating farm 
lands for agricultural or horticultural purposes and 
is carrying on experimental or developmental work 
in agriculture or horticulture, in connection with any 
State or any political subdivision, or educational 
institution of such State, for the improvement of 
agriculture or horticulture in such State. 99 

It is perfectly apparent from the colloquy between Senators 
Minton, Johnson and Wheeler that the above amendment 
was offered and adopted as declaratory of what might be 
retained as reasonably incidental or economically neces¬ 
sary or appropriate. 

When the Bill came before the House, it not only liberal¬ 
ized Section 11(b)(1) by permitting holding companies to 
retain as many integrated systems as the Commission might 
find consistent with the public interest, but also prohibited 
the Commission from requiring any company to divest 
itself of an interest in any business unless it found such 
retention inconsistent with the public interest. 

The conference compromise consisted of discarding the 
House Bill Section 11 in toto and inserting the additional 
system proviso with the A, B, C standards between the orig¬ 
inal Section 11(b)(1) of the Senate substitute bill and the 
appendant Minton-Johnson amendment. The language of 
the Minton-Johnson amendment was changed somewhat by 
the Conferees, but all that they did was to insert in place 
of the particularized language of the. Minton-Johnson 
amendment (which appears below in brackets) the italicized 
general language: 
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“the Commission may permit as reasonably inci¬ 
dental or economically necessary or appropriate to 
the operation of [such system] one or more inte¬ 
grated 'public-utility systems * the retention of an 
interest in any business (other than the business of 
a public utility company as such) [in which such 
registered holding company or such subsidiary com¬ 
pany thereof is engaged or has an interest if the 
Commission finds (1) that such business is affected 
with a public interest and its rates or charges are 
regulated by law, and that the retention of such 
interest in such business is not detrimental to the 
proper functioning of a single geographically and 
economically integrated public utility system, or (2) 
that such business is solely that of owning and oper¬ 
ating farm lands for agricultural or horticultural 
purposes and is carrying on experimental or devel¬ 
opmental work in agriculture or horticulture, in con¬ 
nection with any State or any political subdivision, 
or educational institution of such State, for the 
improvement of agriculture or horticulture in such 
State] which the Commission shall find necessary or 
appropriate in the public interest or for the pro¬ 
tection of investors or consumers and not detri¬ 
mental to the proper functioning of such system or 
systems ” 

There can be no doubt as to the origin of the general 
language in the second other business clause adopted by 
the Conferees when it is compared with Section 8(a)(3) of 
the original bill. 


♦ This change was obviously made to conform with the additional system 
proviso and is immaterial to the present discussion. 
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Conference Proposal and the Act 

“which the Commission 
shall find necessary or ap¬ 
propriate in the public inter¬ 
est or for the protection of 
investors or consumers and 
not detrimental to the 
proper functioning of such 
system or systems.” 


The Original Bill 
[Section 8(a)(3)] 

(S. 1735, 74th Cong., 1st Sess.) 

“such other business rea¬ 
sonably incidental to the 
foregoing as the Commis¬ 
sion by rule, regulation, or 
order may permit as neces¬ 
sary or appropriate in the 
public interest or for the 
protection of investors or 
consumers and not in contra¬ 
vention of the provisions of 
this Act.” 


The last phrase of Section 8(a)(3), i. e., “not in contra¬ 
vention of the provisions of this Act”, was undoubtedly 
changed to “not detrimental to the proper functioning of 
such system or systems” because Section 1(c) of the Act 
declared that it was the policy of the statute to eliminate 
properties detrimental to the proper functioning of public- 
utility systems. In all other respects the standards of the 
two clauses are identical. 

The identity of the two provisions puts it beyond the 
range of doubt that the second other business clause in the 
final form of the Act was directly taken from the corre¬ 
sponding provisions of Section 8(a)(3) of the original Bill. 
But wherever those words were derived, manifestly they 
are identical with that provision of Section 8(a)(3) of the 
original Bill and those words in Section 8(a)(3) of the 
original Bill had been initially brought to the attention of 
the Congress under a covering explanation that their speci¬ 
fic purpose was to permit the retention of “water works, 
traction business, bus systems, &c. by electric and gas utili¬ 
ties”; that is to say, their specific purpose was officially 
declared to be permission for the retention of other busi¬ 
nesses not bearing any functional relation to the primary 
systems. This fact should be accepted as decisive. 

The generalization that was so made in conference of 
the language of Senators Minton and Johnson was con- 


71 


sidered so unimportant that it was not explained* either 
in the Conference Report or on the floor of either House. 
This silence of the congressional leaders clearly indicates 
that it was not intended to restrict the objective of the 
Minton-Johnson amendment, but to adopt more general 
language. Furthermore, the only fair and reasonable 
inference to be drawn from the Conferees’ substitution 
of general language for particular is that it was desired 
that the other business clauses should be all-inclusive to 
an extent consistent with the protection of the public 
interest, investors or consumers and the effectuation of 
the purposes of the Act. In seeking general language 
which would permit the retention of the types of businesses 
mentioned in the Minton-Johnson amendment and all others 
consistent with the purposes of the Act, it was natural for 
the Conferees to revert to Section 8(a) of the original Bill. 
It is significant that the Conferees in reverting to Section 
8(a) passed over the particularized language of Section 
8(a)(2), which permitted the retention of any business ex¬ 
pressly authorized by State commission, and adopted the 
general language of Section 8(a)(3) which authorized the 
retention of any business in addition to those specified in 
Section 8(a)(2) which met certain standards. In adopting 
the general language of Section 8(a)(3), the Conferees 
unquestionably used it in the same sense and with the same 
intended meaning that it had in the original Bill. The 
statement in the interpretative memorandum which accom¬ 
panied the original bill on its introduction in Congress 
that Section 8(a)(2) and (3) “are so designed as not to 
cause interference with State policy which allows or fosters 
the carrying on of waterworks, traction business, bus sys¬ 
tems, etc.” shows historically what was intended by the 
second other business clause in practically the same lan¬ 
guage, and shows that no functional test was intended. 
Of equal importance is the debate on the floor of the 
Senate on July 7 when Senator Minton offered his amend- 

* By explained, we mean elucidated. The Conference Report and Mr. Ray¬ 
burn in his speech of August 22, 1935 did refer to the other business clauses but 
only by repeating the statutory language. 
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ment with the avowed purpose of permitting American 
Water Works and Electric Company to retain its water 
and other incidental properties. Such retrospection, con¬ 
clusively demonstrates that Congress had in mind trans¬ 
portation, water, ice and steam businesses when it enacted 
the other business clauses and particularly the second other 
business clause, and intended regardless of any functional 
relationship of transportation, water, ice and steam busi¬ 
nesses, that they should be retainable if only they were 
found by the Commission to be necessary or appropri¬ 
ate (i) in the public interest or (ii) for the protection 
of investors or (iii) for the protection of consumers and 
(iv) not detrimental to the proper functioning of the 
related public utility system. The Commission quite prop¬ 
erly so decided In the Matter of American Water Works 
and Electric Company , Inc., December 30, 1937, 2 S. E. C. 
972, where a holding company was permitted to retain its 
interest in water, coal, electric railway, bus and bridge 
businesses. 

In the case under review the Commission in disregard 
of the plain language of the other business clauses and par¬ 
ticularly the second clause, and in disregard of the inten¬ 
tion of Congress as to the meaning of the clauses as shown 
by the legislative history, has reverted to the necessity 
of finding a functional relationship between the other 
businesses and the related utility systems. This is indeed 
a “far cry” from the discussion between Senators Minton, 
Wheeler and Johnson respecting the true purpose of the 
other business clauses and directly contrary to the expla¬ 
nation contained in the interpretative memorandum as to 
the effect of the almost identical language in the then 
Section 8(a). 

Petitioners will show in later subdivisions of this Brief 
that the other businesses of Virginia (transportation and 
gas appliance merchandising), Gulf States (transportation, 
water and gas appliance merchandising), and El Paso 
(transportation and toll bridges), of which the Commission 
has ordered Engineers to divest itself, meet all four of 
the standards of the second other business clause above 
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mentioned (which as we have shown above is controlling) 
in spite of the fact that the provisions of the second other 
business clause which Petitioners have above designated 
as (i), (ii) and (iii) are in the alternative. Petitioners 
do so without prejudice to their right to insist that these 
other businesses may be retained if any one of these three 
first mentioned standards and the fourth standard (iv) 
are proved by substantial evidence. 

The Commission having applied an erroneous construc¬ 
tion of the Act with respect to the right to retain these 
other businesses, in requiring that there must be a func¬ 
tional relationship between each of such other businesses 
and the related utility system, it is submitted that the case 
must be remanded to the Commission for hearing on these 
other business issues under a correct interpretation of the 
* ‘other business” clauses. See Securities and Exchange 
Commission v. Chenery Cory., et al., supra. 

VII. 

The Divestment Order with Respect to the Virginia 
Transportation Business and the Virginia Gas System is 
Contrary to the Intent of Congress and without Support 
in Evidence. 

A. 

THE VIRGINIA TRANSPORTATION BUSINESS. 

1. The Issue Presented. 

Virginia owns and operates a transportation system 
consisting of street railway and coordinated bus service 
in Richmond and Norfolk, bus service in Portsmouth and 
Petersburg, and interurban bus service between Richmond 
and Petersburg (Pet. App. 373-6). This is within the 
Company’s electric service area (R. p. 439). There is, with 
negligible exceptions, no other public transportation 
service in those cities (Pet. App. 375). The 1940 trans¬ 
portation gross operating revenues were $5,124,147 (Pet. 
App. 839) and the transportation investment recorded on 
the books at the year end was $13,560,960 (Pet. App. 774). 
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The order under review requires cessation of this trans¬ 
portation business (Pet. App. 160), on the ground that such 
business is not within the authorization of the other-business 
clauses of Section 11(b)(1). This holding was largely based 
on a narrow functionalistic conception of those clauses 
(Pet. App. 86-87 and 89-90); in VI above it is shown that 
that construction is legally untenable. So far as the Com¬ 
mission’s opinion dealt with the evidence, it is, as the 
following discussion will show, contrary to undisputed 
evidence and unsupported by evidence. There is no basis 
for any finding except that the facts fully satisfy the true 
intendment of the other-business clauses. 

2. Retention of the transportation business by 
Virginia is necessary or appropriate in the public 
interest. 

History. 

The union of transportation with electric in Virginia is 
in no sense due to “the growth and extension of holding 
companies” (Section 1(b)(4) of the Act), nor is it due 
to any acquisition of other business by an electric utility. 
On the contrary, Virginia was incorporated in 1909 as a 
railroad company to operate the transportation business 
in question, acquiring as an incident thereto powers for 
electric utility operations (Virginia Code, Section 3857(f)). 
At that time transportation revenues were 70% of the total. 
Electric energy was a by-product of the transportation 
operations. It was sold largely for experimental and devel¬ 
opmental reasons. In time the child outgrew the parent 
(Pet. App. 381-389). In 1922 electric revenues exceeded, 
for the first time, transportation revenues. Since then the 
former have grown year by year, while the latter have 
remained almost stationary, amounting in 1940 to only 25% 
of the total (Pet. App. 773). 

Bus service has, with the approval of local authorities, 
been substituted for trolley service by gradual stages, par¬ 
ticularly in cases of street railway abandonments, in most 
of which cases bus operations have been required by public 
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authorities (Pet. App. 388-394). As a result, the transpor¬ 
tation service, wholly railway in 1909, is now slightly over 
50% bus service (App. 779-80, 783). The bus operations 
are considered, however, to be merely incidental to the 
railway operations, even in those two localities where 
railway operations have been wholly abandoned, both by 
the Virginia regulatory commission and by its court of last 
resort (Virginia Electric and Power Co. v. Commonwealth, 
1940, 174 Va. 316, 328, 6 S. E. (2d) 680, 685). 

The Company does not suggest, as the Commission 
seemed to think (App. 90), that a wrong is sanctified by 
time so that the acquisition of unrelated properties, inimical 
to the public interest at the outset, will gradually become 
consistent with the Act. Here, on the contrary, the union 
is genetic. The electric operations, which the Commission 
is concerned to foster, have evolved from the very business 
which the Commission seeks to discard. Over 30 years of 
such evolution, always within the express permission of 
local law, is a weighty circumstance in appraising the true 
direction of the public interest. It could not have been the 
intention of the Congress to disintegrate a business arising 
from such orderly and progressive adaptation to local 
needs. 

Local Wishes. 

These joint operations have been conducted by express 
authorization not only of the Commonwealth, but also of 
the respective communities, from the beginning. Official^ 
in the four cities where transportation service is suppliec. 
find it advantageous to have both services by one com¬ 
pany, and neither the Commonwealth nor any of the fouif 
cities has indicated, or has, any desire for their separation 
(App. 413-15; 484-5; 496-7; Norfolk Ex. 1, Portsmouth 
Ex. 1). 

The public interest is primarily the interest of the 
public which is affected. The population of the area served, 
with more than a generation of experience with the point 
in question, may be taken to be aware of its own wishes. 
They are not, however, mentioned by the Commission. 
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Joint Use of Personnel and Property. 

During this long history very substantial operating 
inter-relationships have persisted. 13.8% of the transpor¬ 
tation employees are joint employees performing services 
for the electric department also. A total of 305 employees 
work for both the electric and transportation systems, 
ranging from executives to employees in stores and trans¬ 
portation. The Company’s executive staff is organized as 
a unit and functions for the whole of its operations, includ¬ 
ing both transportation and electric (App. 843-846). The 
two departments jointly use four general office buildings 
with much of their equipment, storage facilities, a heating 
plant, 50 automobiles and related garage and shop equip¬ 
ment, 5944 poles, 254 manholes and 6 rights of way (App. 
822-834). The total book value of this jointly used prop¬ 
erty, exclusive of one rented office building and the jointly 
used poles, is $2,758,548 (App. 778; 801). 

In addition to this joint use of personnel and property, 
there are numerous transactions between the two depart¬ 
ments. Thus the transportation system derives all its elec¬ 
tric energy from the electric department, which has special 
facilities for providing the direct current that is required; 
the cost of power so used in 1940 was $218,000 (Pet. App. 
760-5). The transportation department provides electric 
employees with free transportation, having a value in 1940 
of $108,550 (Pet. App. 881), and supplies the electric sys¬ 
tem with free advertising on street cars and buses (Pet. 
App. 819-23). 

Net Income. 

If the transportation operations imposed net annual 
losses on the electric department, impairing the ability of 
the latter to render efficient public service, the public inter¬ 
est might understandably suffer, though even there it is 
Mosaic that the child should support its aging parent. But 
in fact the transportation operations produce a regular, 
though small, annual net profit.* (The total benefit to the 

* $24,862 after interest and amortization, $106,493 before such charges (Pet 
App. 840). 
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electric department from continued transportation opera¬ 
tions is much greater than this amount, because of the 
economies of joint operation and the salvage of transporta¬ 
tion investment, both of which are dealt with below.) 

Efficiency of Operations. 

Even if the transportation operations did not impose a 
net loss on the electric department, still if they resulted in 
any other way in inefficient operations by the electric de¬ 
partment, some injury to the public interest might be dis¬ 
cernible. Conversely, if electric operations are being con¬ 
ducted efficiently, after more than 30 years of joint opera¬ 
tion with the transportation service, it necessarily follows 
that electric service has not been impaired, or has not been 
impaired in any substantial measure, by joint operation. 

It is undisputed that the electric operations are being 
conducted with exemplary efficiency. The Commission’s own ( 
expert witness testified to that effect (R., p. 1419; Pet. App. I 
493-4). 

With that fact, the showing becomes conclusive that the 
transportation operations are at least appropriate, even if 
not necessary (as indeed they are), in the public interest. 

Summary. 

None of the above facts is disputed in evidence or ques¬ 
tioned by the Commission. Indeed, none of them is even 
commented on except the relatively minor consideration of 
the inter-departmental transactions (power for street cars, 
free transportation and free advertising), which the Com-| 
mission said were in each case too small a portion of the 
total operations to characterize the total (Pet. App. 92). 
The evolution of the electric business from transportation, 
the joint history of the two enterprises from their inception, 
the policy of the local law and local authorities, the joint 
use of personnel and property, the contribution of net in¬ 
come by transportation operations and the efficiency of both 
services go without comment,—local policy and efficiency! 
of electric operations being nowhere mentioned, and the! 


others (plus the acknowledged difficulty of a forced disposi- 
i tion) being expressly excluded from consideration on the 
ground that they are irrelevant to the functionalistic stand¬ 
ard elected by the Commission (Pet. App. 89). But these 
are the very materials which have classically defined the 
public interest under numerous statutes antedating the Act 
and known to the Congress at the time of its enactment. 
To deny effect to such undisputed and unquestioned evi¬ 
dence is to flout the congressional will. Irrespective of the 
two bodies of statistical evidence dealt with below, which 
the Commission said were not as favorable to the Com¬ 
pany’s contention as they were advanced to be, the above 
evidence permits only one reasonable conclusion, that con¬ 
tinued joint operation of the transportation service is at 
least appropriate, and perhaps necessary, in the public 
interest, and that the congressional standard in this respect 
has accordingly been satisfied. 

Economies. 

The economies resulting from joint operation were ex- 
i plored by careful studies of joint use by independent ac¬ 
countants (Eng. Ex. 63 and Pet. App. 461-73) and executive 
analysis of related expenditures (Pet. App. 473-484, 499- 
I 509, 539-46 and 881). The figure is $249,000 a year. Operat¬ 
ing expenses of the electric department would be increased 
by that amount in the event of, and because of, separation. 

The Commission finds that this figure overstates the 
' saving and fails to reflect countervailing economies from 
severance (Pet. App. 92). The latter are not named, nor 
is there any support in the evidence for any. The only 
inflation asserted is that termination of free transportation 
(accounting for $108,550* of the above economies) would 
1 not clearly require additional compensation to the electric 
employees and that, if it did, that expense is in effect in- 
i curred now and does not result from the severance (Pet. 

* This figure is equivalent to the aggregate sales price of weekly passes for 
the affected employees; the $83,000 figure used in the inter-departmental income 
account separation (Pet. App. 16-19) reflects the actual use of transportation 
by the affected employees as estimated by a special study made by independent 
accountants. 
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App. 93). But however wide the Commission’s qualifica¬ 
tions for specialized administrative judgment may be, it has 
not yet that expertise with respect to labor relations. The 
President of the Company having expressed an opiniori 
that a wage increase equivalent to $1.25 per week per emt 
plovee would necessarily follow the discontinuance of free 
transportation having that market value (Pet. App. 481)1 
that fact is in itself, as matters go now, obviously decisive., 
As for the burden of this service, there is no reason wh^ 
the electric department should pay anything for free transj 
portation by jointly owned facilities except to the extent, iif 
any, that such transportation imposes an out-of-pocket 
cost on the transportation department. That is indeed one 
of the typical advantages of unified ownership. There is 
no evidence of any out-of-pocket loss so sustained. The 
whole of the saving is therefore a legitimate economy. N<i 
finding to the contrary can be supported by evidence. 

Ultimately the Commission resorts to a generalization 
that economies can not be given “controlling weight” (Pet 
App. 93). That view is beside the point. There is no con ¬ 
tention here that a monetary gain outweighs an injury to 
the public, even though that might be true in some circum ¬ 
stances of a public service company. The point is thal; 
economies, which on any sustainable view of the evidence 
are $249,000 a year and which even on the basis of the Com ¬ 
mission’s report would seem to be substantial though inde ¬ 
terminate, are an additional desideratum in the public inter ¬ 
est, adding, to that extent, to the case made out above. 

3. Retention of the transportation business by 
Virginia is necessary or appropriate for the protection 
of investors. 

The Commission has disregarded irresistible evidence 
with respect to Virginia’s program for salvaging its invest¬ 
ment in the transportation business because of a fundamen¬ 
tal failure to recognize the difference, obvious enough in 
itself, between owning transportation facilities and buying 
them. The record, however, makes that difference clear. 
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1940 is a fair index for normal conditions in the Com¬ 
pany’s transportation business (Pet. App. 479; 773; 782; 
783). In that year the gross income (after depreciation) 
of the transportation department was $106,000. Adding 
to that figure (1) the $533,000 excess of annual depreciation 
over the estimated $50,000 annual cash requirement for 
replacements and (2) the estimated increase in cash 
expenses of the electric department if operated separately 
(less the decrease in Federal income taxes resulting from 
such increase in expense) produces a $746,000 net annual 
cash return to the Company (herein called net annual 
increment cash). That is in part a return on capital, but in 
greater part a return of capital. If Virginia is permitted 
to retain its transportation business, this flow of net annual 
increment cash will return to it the whole of its $13,500,000 
book investment in railway and bus properties before the 
expiration of its principal transportation franchise 
(Richmond, 1956; Pet. App. 519-21; 525; 795). At a dis¬ 
count rate of 6%, this 15-year annuity of $746,000 has a 
present worth to Virginia of $7,245,000. That figure plus 
the estimated present value ($970,000) of the anticipated 
proceeds of sale at that time produces a total present value 
of the transportation properties to Virginia of $8,215,000.* 
That is the value which Virginia can salvage from its invest¬ 
ment by continuing operations on its 1940 basis. 

The value realizable by any present sale is, however, a 
very different figure. The Petitioners’ witness Barnes, 
having had 17 years’ experience in the supervision of util¬ 
ity operations with annual gross revenues of over 
$50,000,000 and having exercised supervisory direction over 
the issuance of more than $300,000,000 of public utility secu¬ 
rities of various types (Pet. App. 519), made a study of 
the sale possibilities. He found that the only sales of such 
properties in recent years were to purchasers who planned 
to convert to all-bus operation and that it was only on 
such basis that public financing could be done; he did not 

•EnR. Ex. 127, Pet. App. 795, as modified in Ex. A to Petitioners’ Brief 
before the Commission of March 16, 1942 (R. pp. 10, 929; hereinafter cited 
as Ex. A; and Pet. App. 521-2). 


believe that any purchaser could be found on terms involv¬ 
ing the risk of inability to finance by the issuance of securi¬ 
ties to the public or at least by a bank loan (Pet. App. 
487-8; 494-5; 530-2). There was no evidence in opposition 
to that result. It must therefore be accepted as a premise 
that no sale could be made except on terms involving imme¬ 
diate conversion to all-bus operation. Capitalizing the net 
operating revenue of the whole transportation department 
before depreciation at 6 times earnings, the average market 
valuation for all-bus operation (Pet. App. 522-3), gives a 
valuation, on an all-bus basis, of $5,825,000 for the Virginia 
transportation properties. To put them on an all-bus 
basis would, however, cost $3,500,000 (including the cost 
of new buses and the expense of removing existing tracks) 
(Pet. App. 522-5 and Ex. A above cited). So the estimated 
present net market value is $2,325,000. After an allowance 
for consequential income tax savings*^ the aggregate esti¬ 
mated present sales realization is $3,103,000 (Pet. App. 522-5 
and Ex. A above cited). 

In other words, Virginia could hope to derive from a 
present sale of its transportation properties only an amount 
$5,112,000 less than the value of those properties to Virginia 
(Ex. A above cited). These properties have a value to an 
owner who nurses them of that much more than he could 
derive from a sale. 


The Commission, in addition to its “doubts” (Pet. App 
95) as to the estimated economies of joint operation,* # makes 
two criticisms of this calculation, which are squarely incon¬ 
sistent with each other. On the one hand the Commission 
despite the relative stability of transportation earnings, tht 
testimony that 1940 is typical of conditions expectable ir 
normal years and the relative fixity of the depreciation pro 
vision, says that “there is no certainty” that the net annua 
increment cash will continue at the estimated amount, s< 
that the discounting of future installments should be mad< 
not on a yield basis of 6%, but at a figure which will reflec 


** Discussed in the next preceding section. 
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!“the risks of non-receipt” (Pet. App. 96). On the other 
hand, the Commission says it is unable to believe that a 
prospective purchaser would not determine his bid in the 
light of the prospect of annual receipt of 1940 gross plus 
excess of depreciation over cash required for improvements 
1 (accounting for $639,000 of the $746,000; Pet. App. 96). 
So the present value to the Company is reduced because the 
Company may not receive the estimated annual amount, 
while the sale price is increased because the purchaser may 
receive it. 

This, however, is mere conjecture, without basis in evi¬ 
dence, and contrary to experience as well as expert opinion. 
The factors determining the calculation of net annual 
increment cash have not varied materially in recent years, 
so that Virginia’s judgment that they are reasonably 
expectable for the 15-year period is entitled to acceptation. 
But no instance has been shown where a purchaser has 
bought street railway properties on a basis that careful 
nursing would return him his capital by installments dur¬ 
ing such a period; and the evidence requires the premise 
that conversion to an all-bus basis is a condition precedent 
to any sale. Despite, therefore, the weight normally attach¬ 
ing to the value judgments of an expert agency (North 
American Co. v. S. E. C., C. C. A. 2, Jan. 12, 1943), they 
are in this instance unsupported by the evidence and con¬ 
trary to facts about which no doubt can reasonably be 
entertained. 

The Court therefore is entitled to consider, and should 
consider, that a proposed sale, would involve a cash loss to 
Virginia of more than $5,000,000. It can not be doubted 
that the conservation of the cash resources of a public 
utility to the extent of $746,000 a year, whether classifiable 
as current earnings or as capital (which is but accumulated 
earnings after all), is in the interests of investors and con¬ 
sumers and the public (cf. Pet., App. 94). The Congress 
must be understood as legislating with reference to sub- 
i stantial concepts and not the technicalities of accounting 
parlance. 
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4. Retention of the transportation business by 
Virginia is necessary or appropriate for the protection 
of consumers. 

The interests of consumers are adequately indicated by 
the factors referred to above. The two systems have a 
common historical origin and have been operated jointly 
since their inception. Service is efficient. No objection to 
continued joint ownership has been expressed by the reg¬ 
ulatory officials of the Commonwealth or the affected com¬ 
munities, nor is there any indication of objection on their 
part, but on the contrary the only evidence is that they 
find it advantageous. So joint operation can not reason¬ 
ably be deemed injurious to the consumer’s interests and is 
therefore at least appropriate for the protection of con¬ 
sumers. Indeed the evidence shows that substantial in¬ 
juries to consumer interests must be expected from any 
separation of the two systems, through loss of (1) the joint 
use of personnel and properties presently obtaining, (2) 
the substantial economies now derived from joint oper¬ 
ation and (3) the opportunity to salvage the whole of the 
transportation book investment through an orderly pro¬ 
gram of joint operation, in lieu of sustaining what will 
undeniably be a substantial loss from any sale. 

These circumstances leave no basis for any finding other 
than that the interests of consumers in electric service will 
be furthered by permitting continued joint ownership. The 
only other major interest of consumers is in rates. Here 
the record shows, again without dispute, that the rates of 
each department are separately fixed by the appropriate 
local authorities (Pet. App. 376-7; 388-9; 408-9; 441; 625-7), j 
so that separation is unnecessary in that regard. So the 
record requires the conclusion that retention is necessary j 
or appropriate for the protection of consumers. 

5. Retention of the transportation business by 
Virginia is not detrimental to the proper functioning 
of the electric system. 

The magnitude of the interests concerned and the elab¬ 
orate care with which the whole property was reviewed in 
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evidence should be borne in mind in order to appreciate, 
in the real perspective of their minuteness, the circum¬ 
stances on which the Commission purports to base a find¬ 
ing that continued combination is “detrimental to the 
proper functioning of the electric system and adverse to 
the interests of consumers and investors” (Pet. App. 93). 
For one thing, we are told that “inter-departmental 
charges” have not been made on a scientific basis in the 
past (Pet. App. 94). But the subject has now been reviewed 
by independent public accountants of distinguished posi¬ 
tion (Lybrand, Ross Bros. & Montgomery) and their recom¬ 
mendations (Pet. App. 801-46) are now being followed in 
Virginia’s accounting practices (Pet. App. 461-73; 497-8; 
509-11; 536-9; 784). It is no substantial answer to assert 
that this change may not “completely eliminate” the diffi¬ 
culties in question, while divestment certainly will. Even 
if this were true in a verbal sense, it would be unreasonable, 
just as much so as to say that the surest remedy for the 
common cold is decapitation. So also with the finding that 
railway property has in the past been carried in electric 
plant account (Pet. App. 93); a comprehensive reclassifi¬ 
cation of all fixed capital is now under way pursuant to the 
requirements of the Classification of Accounts prescribed 
by the Federal Power Commission and the State Corpo¬ 
ration Commission of Virginia and approved by the North 
Carolina Utilities Commission, they being the only three 
commissions which have jurisdiction in that regard. Here¬ 
after all entries must be made in accordance with the search¬ 
ing requirements of that classification. So it is understand¬ 
able why the Commission’s finding is limited to the past 
(joint use “has been detrimental • • • and adverse”. Pet. 
App. 93), for the evidence forecloses any substantial 
chance of their recurrence. In such circumstances, a find¬ 
ing of past wrong does not support an order of divestment 
for the future. 

As the Commission proceeded without regard to the 
evidence in the two particulars mentioned above, so it was 
content to rely on sheer conjecture for the last circum¬ 
stances considered by it: the supposition that the proper 
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allocation of charges between the two systems in the futnre 
will involve any element of expense more than that re¬ 
quired for normal compliance with the required Classifica¬ 
tion of Accounts and the supposition that there would be 
“advantages accompanying undivided attention by the 
Company’s executives to the electric operation” (Pet. 
App. 94). The past and present quality of the Company’s 
service, which is nowhere drawn in question, leaves no rea¬ 
sonable basis for any inference that that quality can be 
improved by amputation. 

6. Conclusion. 

The evidence makes it clear that the transportation 
operations “are in the nature of an inheritance from an 
earlier age”, that bus operations were necessary “to obtain 
permission to abandon certain electric transportation 
lines”, that the street car and bus operations are “of minor 
importance . . . relative to its other operations” and that 
there would be “difficulty . . . in satisfactorily disposing of 
its interests in these transportation businesses”, which 
were the precise and exclusive bases on which the Commis¬ 
sion found that continued retention of transportation 
systems by an electric utility was “necessary and appro¬ 
priate in the public interest, and is not presently detrimental 
to the proper functioning of the applicant’s integrated 
public-utility system” (In the Matter of American Water 
Works and Electric Co., Inc., 1937, 2 S. E. C. 972, 984). In 
departing from that reasoning here and in finding that 
retention “has been detrimental . . . and adverse”, the 
Commission has proceeded arbitrarily without support in 
evidence. The evidence permits only ”>e conclusion that 
retention is necessary or appropriate in the public interest 
and for the protection of investors and consumers and is 
not detrimental to the proper functioning of the electric 
system. 

The Commission’s order of divestment should therefore 
be set aside. 
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improved by amputation. 

6. Conclusion. 

The evidence makes it clear that the transportation 
operations “are in the nature of an inheritance from an 
earlier age”, that bus operations were necessary “to obtain 
permission to abandon certain electric transportation 
lines”, that the street car and bus operations are “of minor 
importance . . . relative to its other operations” and that 
there would be “difficulty . . . in satisfactorily disposing of 
its interests in these transportation businesses”, which 
were the precise and exclusive bases on which the Commis¬ 
sion found that continued retention of transportation 
systems by an electric utility was “necessary and appro¬ 
priate in the public interest, and is not presently detrimental 
to the proper functioning of the applicant’s integrated 
public-utility system” (In the Matter of American Water 
Works and Electric Co., Inc., 1937, 2 S. E. C. 972, 9S4). In 
departing from that reasoning here and in finding that 
retention “has been detrimental . . . and adverse”, the 
Commission has proceeded arbitrarily without support in 
evidence. The evidence permits only the conclusion that 
retention is necessary or appropriate in the public interest 
and for the protection of investors and consumers and is 
not detrimental to the proper functioning of the electric 
system. 

The Commission’s order of divestment should therefore 
be set aside. 




THE VIRGINIA GAS SYSTEM. 


1. The Issue Presented. 

Virginia owns properties for the manufacture, distribu¬ 
tion and sale of illuminating gas in Norfolk and immediate 
environs. The gross operating revenues were $1,054,987 in 
1940 (Pet. App. 889; V. Ex. 16) and at the end of that year 
its book value was $6,051,038 (Pet. App. 576-7, V. Ex. 44 
and Com. V. Ex. 4) including a net write-up of $1,562,611 
(E. pp. 281-3, Com. V. Ex. 4). 

The Commission has held that the gas system is “an 
integrated public utility system within the meaning of 
Section 2 (a)(29)(B)” of the Act (Pet. App. 99-100) and 
that it may be retained by Virginia if, but only if, satisfying 
the A, B, C requirements of Section 11 (b)(1). The Com¬ 
mission found that the continued combination of these two 
properties is compatible with the geographic requirements 
of Clabse (B) (Pet. App. 100) and with the size require¬ 
ments of Clause (C) (App. 101). ~ 

Thus the only remaining issue is whether the continued 
combination of these properties satisfies the economy 
requirements of Clause (A), namely: 

“(A) Each of such additional systems [here the 
gas property] can not be operated as an independent 
isystem without the loss of substantial economies 
which can be secured by the retention of control by 
such holding company of such system 

The Commission held that the gas properties could be 
operated as an independent system without the loss of 
“substantial economies”, as it read the Act. Petitioners 
submit that this holding is both contrary to the true intend¬ 
ment of the Act and also without support in evidence and 
contrary to unquestionable evidence, so that the order of 
divestment predicated thereon should be set aside. 
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2. Unquestioned Economies. 

The combination of gas and electric properties in 
Norfolk dates back to 1900 (Pet. App. 547-8). While a 
separate corporate entity was retained for the gas prop¬ 
erties until 1930, it was in fact operated as a department of 
Virginia for a considerable period before that time (Pet. 
App. 548-9). 

This long operation under single ownership has resulted 
in many operating inter-relationships between the prop¬ 
erties. There are 387 employees who work for the gas 
properties and the other properties of Virginia (Pet. App. 
843; S45-6). Property having an aggregate book value of 
$2,17S,013 is used jointly for the gas properties and the 
other properties; this includes general office buildings and 
equipment, store rooms, automobiles and trucks and related 
garage and shop equipment and one right of way (Pet. App. 
778; S22-S; 833-4). There are also inter-departmental 
transactions, such as sale of gas^and electricity, free trans¬ 
portation for employees and advertising on street cars and 
buses (Pet. App. 790, 814-22; S42). 

This joint method of operation results in substantial 
economies which would necessarily be lost upon a separa¬ 
tion. These are of two classes: first, actual expenses pres¬ 
ently incurred by Virginia and allocated to the gas proper¬ 
ties, which could not be avoided in the event of separation, 
but would have to be borne by the remaining business of 
Virginia; and second, the excess of the estimated cost of 
operating the gas properties as an independent company 
over the present cost of operating it by Virginia. 

The economies of the first class aggregate $55,969, 
resulting chiefly from the joint use of personnel and prop¬ 
erty (Pet. App. 331; 579-99; 850-6). That is to say, even 
after discharging 21 employees as a result of the divestment 
of the gas properties and thus reducing aggregate compen¬ 
sation by $28,100, there would still remain $55,969 of the 
expenses now charged to gas operations which would have 
to be borne, as additional operating expenses, by the other 
businesses of Virginia. The amount of these is not ques¬ 
tioned by the Commission. 
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Tlie Commission did indeed contrast “increased 
expenses” with “loss of economies” (App. 102), the latter 
being the statutory phrase; but it must be admitted that the 
avoidance of expense is an economy. This comment appar¬ 
ently means only that economies must be viewed on a net 
basis. That view seems sound enough but it is not a con¬ 
gressional authorization to disregard predictable savings 
because of wholly conjectural gains. The Commission may 
not offset these predictable savings by the sheer assump¬ 
tion that separate management, attentive solely to the gas 
operations, might realize economies which admittedly are 
not predictable in amount (Pet. App. 103).* 

In so far as the Commission implies (Pet. App. 102-3) 
that joint ownership of gas and electric properties may 
impair efficient gas service, and that this circumstance may 
outweigh expectable economies, it exceeds its authority. In 
the first place, the record puts it beyond the range of ques¬ 
tion that gas service has been vigorously fostered by the 
Virginia management and supplied efficiently at reasonable 
rates (Pet. App. 549-76; 891-2). In the second place, even 
if there were any basis for a finding of some imponderable 
advantage on this point, clearly that is not an economy, nor 
does it relate to economies, and the attention of the Commis¬ 
sion must be focused on economies alone under explicit 
direction of the Congress (Clauses (B) and (C) having 
been satisfied). Finally, Congress considered this precise 
point (in drafts of Section S of the Act) and rejected a 
prohibition against joint ownership of gas and electric 
properties, thus permitting joint ownership unless pro¬ 
hibited by local legislation (compare S. 1725, Sec. S(b) with 
Sec. 8 of the Act). It is not competent for the Commission 
to legislate its own notions of the general public good after 
Congress has spoken. 

So the petitioners are entitled to have this issue consid¬ 
ered on the basis of the entire unquestioned saving of 
$55,569 to the other departments (Pet. App. 331-3; 5S1-4; 

* Surely economies for the principal system are just as desirable (and thus 
just as clearly within the meaning of the Act) as economies for the additional 
system, for the whole public is within the protective purposes of the Congress. 
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849).* Use of a rule of convenience, instead of a precise 
allocation formula, in apportioning operating costs among 
the several departments in the past is no basis for a finding 
of future harm, for the Commission itself finds that the 
petitioners “propose to attempt to correct” this accounting 
practice (Pet. App. 103).** It is as unauthorized as in the 
case of the Virginia Transportation system, where the point 
is more fully discussed, to assert that a past cold may best 
be eliminated by decapitation (Pet. App. 103). 

The other class of economies is the excess cost of inde¬ 
pendent operation over the present cost of unified operation. 
This was determined by comparing the allocated costs for 
the gas properties on the books of Virginia (which are not 
questioned by the Commission) with the estimated costs 
of operating the gas properties as an independent system. 
This estimate (Pet. App. 579, 5S4-60S; S47-S and S58-62) 
was prepared and approved by the operating executives 
of Virginia having closest familiarity with the gas system, 
and no other evidence on the point was offered. Despite 
those circumstances the Commission questions a part of 
the $71,522 estimated excess of the costs of independent 
operation over unified operation, as shown in detail below. 
It is not, however, questioned that about half of those 
economies, or from $30,000 to $35,761, would surely be 
realized.*** 


* The form of the Commission’s statement might seem to imply some ques¬ 
tion even as to a part of this remainder (Pet. App. 105), but that can not be 
its real meaning. Counsel for the Commission admitted on brief (p. SS) that 
the savings would range between $30,000 and $35,000, exclusive of effect on 
income tax; but that exclusion should of course be made, for an economy is 
no less an economy because it must be shared with the public through the 
Treasury of the United States, any more than if it had to be shared with the 
public through rate reductions. Or, approaching the matter in another way, 
the total increases in expense which are in part questioned by the Commission 
aggregate only $40,700 (cf. Pet. App. 104 with Pet. App. 847 and 859), and 
even if the cc 'hole of those increases be eliminated, there still remain approxi¬ 
mately $30,000. 

** In fact the correction has already been made (Pet App. 466-73; 497-8; 
509-11; 536-9; 781; 801-46). 

*** The Commission, in a footnote, adventures on the further supposition 
that separate operation may realize economies through (1) avoiding the cost 
of allocating, expenses between departments and (2) making jointly used 
personnel and property available for full-time use of the electric department. 
The latter is wholly theoretical, without any basis in the evidence that any 
tangible advantage might result. The former is definitely shown to be insub- 
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Tims unified operation reduces operating costs by a 
predictable and unquestioned amount of from $S5,000 to 
$96,000, of which $30,000 to $35,000 is allocable to the gas 
operations and $56,000 to the other operations and the 
Commission's conjecture that countervailing, but indeter¬ 
minable, economies might result from separation should be 
disregarded. Those are accordingly the minimum figures 
to be considered. 

The standard of substantiality applied by the Commis¬ 
sion (so substantial as to “seriously impair the effective 
operations of the systems involved”, Pet. App. 106) is 
invoked not as an exercise of expert administrative judg¬ 
ment, but as a legal interpretation of the congressional 
history of the Act.* This interpretation would deprive this 
provision of all practical effect and thus nullify the intention 
of the Congress. It can not therefore be an acceptable 
meaning. “Substantial” is a relational term and must be 
judged in relation to the costs and profits of the system in 
question. That is no more indefinable, in fact much less so, 
than many administrative delegations; e. g., the determina¬ 
tion of a “reasonable” rate. 

In that sense, these unquestioned savings are unques¬ 
tionably substantial. Even the savings to the gas operations 
alone ($30,000 to $35,761), when measured bv the costs and 
profits of the gas operations, clearly satisfy that standard. 
As the Commission itself finds, they would produce an 

stantial. for the evidence is that any additional time required to allocate 
expenses in accordance with the accountants’ formula would be “very small’' 
(R. p. 4061), and there is no evidence that any additional compensation would 
be necessitated or any additional employees required. Indeed, all pay-roll 
slips have to be recorded in one or more accounts and once the method is 
established, the mechanics of carrying on involve no significant expense. It 
could not have been by minutiae such as these that the Congress intended 
these weighty matters of the public interest to be determined. 

* As i such it is a pure matter of law, and not an administrative action; see 
Securities and Exchange Commission v. The Cltencry Corporation, supra. The 
Commission gave great weight to evidence before Congressional Committees 
that economics inhered in joint operation, but 

• • the testimony before the Judiciary Committee of the House is neither 
the sort of legislative material this court holds relevant to the construc¬ 
tion of a statute, nor is it clear or definite upon the point at issue” 
(Reconstruction Finance Corp. v. Bankers Trust Co., note 10. Sup. Ct. Feb. 
8, 1943 (not officially reported). 
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increase of 4.6% in the 1940 gas operating expenses, a 
decrease of 13.3% in 1940 gross gas income and a decrease 
of 29.8% in the 1940 gas income available for dividends. 
Such a change would obviously have a most material effect 
on the ability of the gas properties as a separate system to 
finance, and that is an indispensable condition to inde¬ 
pendence. Measured in another way, this saving is 150% 
of the total estimated executive compensation for the gas 
department as a separate system (Pet. App. 861) and 133% 
of the total salaries of all other general office employees, 
including the entire accounting department and other 
clerical forces. In terms of things, this would be equivalent 
to a saving of nearly one-fifth of the total fuel (at 1940 
prices) or a saving of over 130 million cubic feet of gas 
per year. 

The economies as found by the Commission itself accord¬ 
ingly satisfy the standard of the Act and the Commission’s 
contrary conclusion is based on a mistaken legal premise. 
The actual economies are, however, still greater, for there 
is no support in the evidence for the Commission's disre¬ 
gard of half the estimated savings to the gas operations. 

3. Additional Economies. 

This section covers the economies questioned by the 
Commission, namely, parts of the three following classes 
of estimated increases of expense resulting from divest¬ 
ment: 

Customers Accounting and Collection. 

The estimate of expense under independent operation 
was not prepared on the basis of any estimated ratio of 
increase over the present cost, but is the reflection of expert 
operating judgment as to the organization required to 
operate the gas properties as a separate system (Pet. App. 
586, 591). Thus the estimated cost of customers’ accounting 
and collection under independent operation is the cost of 
maintaining an organization believed necessary for that 
task (Pet. App. 847). 
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The Commission surmises that not as manv as 19 addi¬ 
tional employees would be needed for conducting this work, 
though that was the number required in the considered 
opinion of the executives in charge (Pet. App. 5S0-1), and 
that the cost for billing and accounting (one item in this 
group of expenditures) would not be as much as $10,100 
more than under unified operation, though here again that 
was the opinion of the operating executives (Pet. App. 5S1), 
their opinion in each case expressing the ultimate facts of 
the numbers of employees deemed essential for proper per¬ 
formance of the work. The record affords no basis for any 
conclusion that any single one of the contemplated em¬ 
ployees is unnecessary and it is therefore not competent 
for the Commission to reduce the indicated expense, for 
expenses are incurred by employing particular people and 
not by generalizing on averages. 

Sales Promotion Expense. 

The Commission questions the estimated increase in 
costs under this heading (Pet. App. S59-60) on the ground 
that a sales manager (at $5,000 a year) would not be neces¬ 
sary for the sales department of the independent company. 
This likewise is pure speculation on the part of the Com¬ 
mission, without basis in evidence and contrary to the 
deliberate opinion of the informed executive staff (Pet. App. 
587). The only other question raised by the Commission 
is that a $3,600 allowance (Pet. App. 859) for advertising 
is excessive, though here again the testimony was that this 
allowance “is the very minimum” that could be considered 
(Pet. App. 58S). The Commission may not pick and choose 
in testimony without support in evidence. 

Administrative and General Expense. 

The Commission says the petitioners’ position in respect 
of executive compensation for an independent gas company 
is not supported by the record (Pet. App. 104) for, if the 
estimated increase of $11,500 is not excessive, it must yield 
its own return through benefits to the property. The sole 
record basis for this hypothesis is the contrast between the 
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6% of total executive time of Virginia used for the gas 
operations and the 100% of the executive time under inde¬ 
pendent operation. That contrast, however, gives no sup¬ 
port for any such hypothesis. The executive personnel will 
be different in the two situations. The record shows that 
the estimated general and administrative expenses of the 
gas properties as an independent company (9.3? per 1,000 
cubic feet of gas and 9.3% of gross revenue) are substan¬ 
tially lower than the similar figures in the Portsmouth Gas 
Company, an independent gas system just across the Eliza¬ 
beth River from the Virginia gas system (11.3^ per 1,000 
feet and 10.1% of gross revenue) and substantially lower 
than the corresponding figures of Roanoke Gas Light Com¬ 
pany, in Roanoke, Virginia, the next gas operation in size 
in the Commonwealth of Virginia to that at Norfolk (10.30^ 
per 1,000 feet and 9.5% of gross revenue).* The evidence 
is that the gas properties have constantly been maintained 
in efficient operating condition, with modern equipment, and 
provide adequate and efficient service (Pet. App. 549-76; 
891-2). Speculation that service with which no fault is 
found could be improved in unimagined ways by unknown 
other executives operating a smaller and weaker independ¬ 
ent company is a sheer guess by which legal rights may 
not be determined. 

Summary. 

Statistics for the gas industry not being compiled and 
accessible as they are for the electric industry, it is per¬ 
missible to consult the electric utility figures in a particular 
where there is no material difference in operating practice, 
namely, in the ratios of the total of customers’ accounting 
and collection expense, sales promotion expense and ad¬ 
ministrative and general expense (being the three groups 
of accounts here considered, and comprising the total gen¬ 
eral office expense) to total revenues. That ratio for all 
28 independent electric utilities in the United States having 
in 1940 gross revenues within approximately a half million 
dollars above or below’ the Virginia Gas system, was 16.3% 

* Computed from official public reports of the cited companies on file 
with the Virginia State Corporation Commission. 


94 


of gross.* The corresponding ratio for the independent 
Virginia gas operation as estimated in petitioner’s evidence 
is only 16.1%. This is exactly the ratio for all independent 
electric utilities in the United States irrespective of the 
amount of gross revenue, thus including the large companies 
(id.). So objectively it is impossible to assert that the 
aggregate of these estimates is excessive, for they are 
within the actual range of nation-wide experience. 

For this reason, applicable alike to all three of the above 
accounts, and for the particular reasons in respect of each 
of them noted above, the Commission’s adverse finding as 
to half of the estimated increase in expense of independent 
gas operation should be disregarded and the total estimated 
increase should be considered. On that basis, the Com¬ 
mission itself appears to recognize that such savings are 
an adequate satisfaction of the statutory standard (Pet. 
App. 103). 

So it is respectfully submitted that the divestment order 
with respect to the Virginia gas properties (and their 
incidental appliance merchandising business) is contrary to 
the intent of Congress and without support in evidence and 
should therefore be set aside. 

VIII. 

The Divestment Order with respect to the Baton 
Rouge Bus Transportation Business, the Gulf States 
Water Business and the Gulf States Gas System is Con¬ 
trary to the Intent of Congress and without Support in 
Evidence. 

A. 

TRANSPORTATION (BATON ROUGE BUS COMPANY) 

1. The Issue Presented. 

Baton Rouge Bus, a direct subsidiary of Engineers, is 
in large measure operated under the auspices of Gulf 
States, and wholly within its electric service area. The Bus 

* See Exhibit D to Petitioners’ Brief before the Commission dated March 
16. 1942 (R.. p. 10.929). Compiled from official public reports of the 
cited companies for 1940 on file with the Federal Power Commission. 
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Company gross operating revenues in 1940 were $275,148 
and its property account at the end of that year was 
$271,747 (Pet. App. 610-11, 791, 797-8). 

The Commission held that this transportation business 
is not retainable with Gulf States ’ electric system under the 
other-business clauses of Section 11(b) 1. Petitioners sub¬ 
mit that, as in the case of the divestment order for the 
Virginia transportation system, this finding rests on an 
inadmissible construction of the Act and is without support 
in evidence, so that the divestment order based thereon 
should be set aside. 

2. Retention of the Bus Business is Necessary or 
Appropriate in the Public Interest. 

History. 

The Bus Company’s business began as a street railway 
transportation system in 1S90. That system was acquired 
in 1909 by a predecessor of Gulf States (Baton Rouge 
Electric Company) in conjunction with the simultaneous 
acquisition of electric and gas utilities. Developments in 
the art, coupled with competitive pressure from private 
automobiles, forced a gradual substitution of bus for 
trolley operations; that change was completed, in each 
instance with the approval of local authorities, in 1936 
(Pet. App. 615-17). 

In 1938 Baton Rouge Electric Company was merged 
into Gulf States. Gulf States’ charter did not authorize it 
to engage in the transportation business, so at the time of 
the merger the bus system was transferred to the Bus 
Company, newly organized for that purpose (Pet. App. 618). 

The operating interrelationships developed during the 
28 years of operation by a single owner were not, however, 
ended by that corporate change. They continued because 
of the similarities of their common problems involved in 
rendering service to the public* and because of their joint 
use of personnel and property. 

* Both businesses involve the technique of serving the public at large and 
employing personnel for public contact, and comparable techniques of account¬ 
ing, tax matters, claims, safety and insurance (Pet. App. 627-S). 
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Joint use of personnel and property. 

There are 27 joint employees performing service both 
for the transportation business and the other businesses of 
Gulf States. 10 of them are executive and supervisory 
employees; the remainder are in the accounting department 
(Pet. App. 623; 633). Availability for this small transpor¬ 
tation operation of the experts employed in the larger Gulf 
States operations provides far superior service than could 
be independently obtained. The Bus Company payroll to 
joint employees runs about $974 per month (Com. Ex. 56). 
The main office of the Bus Company is in the Gulf States 
general office building (Pet. App. 625). 

Economies. 

The joint employees are scattered through various 
sections of the supervisory and accounting staff of Gulf 
States. For example, the payroll section of the accounting 
department includes 4 joint employees. They make out 
payroll checks for the 700 Louisiana employees of Gulf 
States in addition to checks for the 66 employees of the Bus 
Company. Even if the bus operations were eliminated, it 
would not be possible to dismiss any of these 4 clerks, for 
they would be needed for the payroll requirements of Gulf 
States. For similar reasons none of the other joint 
employees could be dismissed (Pet. App. 633-4). 

Consequently, elimination of the transportation opera¬ 
tions would impose on Gulf States an additional operating 
cost of $12,600 per year, that being the aggregate of salaries 
and rent now received from the Bus Company (Pet. 
App. 634). 

In the event of separation, the Bus Company would 
have to provide its own supervisory and accounting staff, 
and it was shown that this could not be obtained except at a 
cost to it of $6,300 per year more than it is now paying (Pet. 
App. 635, 793).* So coordinated operation as at present 

* This contemplates a total supervisory and accounting staff of only 8 
persons (Pet. App. 793), to conduct the whole of the transportation operations 
for a town of 70,000 people; over 5,500,000 passengers were carried in 1940 
(Pet. App. 624). 
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produces identifiable economies of $18,900 a year, all of 
which would be lost by separation. 

The Commission did not find that these economies would 
not be realized in whole or in part, merely saying that 
“serious questions arise” as to the accuracy of the esti¬ 
mates (Pet. App. 123). These questions are unidentified 
except in so far as Commission’s counsel had contended, as 
a sheer assertion, contrary to all the evidence of record, 
that Gulf States would not have to retain all of the 27 joint 
employees (Brief, p. 128). Aside from this hypothesis, the 
Commission said only that the aggregate saving was 
“minute” and that against it must be measured the inde¬ 
terminable advantages “of undivided attention to the 
electric business” (Pet. App. 123); but that, as we have 
seen, is no justification for disregarding a tangible and 
substantial economy. 

Local Policies. 

A sale of the bus properties in 1935 was prevented by 
the Baton Rouge City Council, members of the council 
explaining its action as springing from the fact that no one 
else could operate the transportation system more efficiently 
than the Engineers interests or offer any improvement in 
service (Pet. App. 619-20). 

3. Retention of the Bus Business is Necessary or 
Appropriate for the Protection of Investors. 

The bus operations yield a profit ($34,93S in 1940, Pet. 
App. 791) so they cannot be a drain on the electric opera¬ 
tions. That being the amount of net, the economies of 
$1S,900 a year take on added importance, both in the public 
interest and in the interest of investors, for they mean in 
effect that continued coordinated operation yields advan¬ 
tages, aside from the transportation net, exceeding half of 
that reported amount. This obviously means that the bus 
properties are more valuable in coordination with Gulf 
States than separated and that in the event of separation 
the bus properties would have less assurance of being able 
to meet their financial requirements from time to time. So 
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the elimination of the advantages of coordinated operation 
would necessarily impose substantial injury on investors in 
both systems. 

! 4. Retention of the Bus Business is Necessary or 
Appropriate for the Protection of Consumers. 

Many provisions of the Act reflect the legislative judg¬ 
ment as to the importance of economies in operation. Their 
effect on consumers is, of course, important, for increase in 
net encourages improvement of service and reduction of 
fares, while decrease in net tends in the opposite way. The 
indicated economies of coordinated operation are thus 
advantageous in the interests of consumers. That they do 
not suffer bv such coordination is obvious from the undis- 
puted efficiency with which operations are at present con¬ 
ducted (Pet. App. 630; 6S3). 

i 5. Retention of the Bus Business is Not Detrimental 
to the Proper Functioning of Gulf States. 

The $1S,900 of economies from joint operations, $12,600 
of which are allocable to Gulf States, and the unquestioned 
efficiency with which the electric and gas operations of Gulf 
are now being conducted preclude any holding that joint 
operation of transportation service is detrimental in any 
way to the proper functioning of Gulf States. 

6. Conclusion. 

It is submitted, therefore, that, on any proper interpre¬ 
tation of the other-business clauses of Section 11(b)(1), the 
evidence does not sustain any finding that joint operation is 
incompatible with those provisions, but on the contrary 
requires a finding that it is compatible with them. The order 
of divestment as to Baton Bouge should, therefore, be 
set aside. 
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B. 

THE GULF STATES WATER BUSINESS 
1. The Issue Presented. 

Gulf States owns and operates water businesses in two 
towns in Louisiana and five* in Texas, all within its electric 
service area (Pet. App. 641-9). Gross operating revenues 
of the water business in 1940 were $235,375 (Pet. App. 
794), leaving $49,715 net before interest and amortization, 
or $14,6S7 afterwards (Pet. App. 794). The Commission 
held that this business is not retainable under the other- 
business clauses of Section 11 (b)(1) (Pet. App. 124-6). 
Petitioners submit that this finding rests on an inadmissible 
construction of the Act and is without support in evidence, 
so that the divestment order based thereon should be set 
aside. 


2. The Other-Business Clauses Are Satisfied. 

Joint situs with electric facilities. 

The equipment for these water operations is inextric¬ 
ably interspersed with the electric utility facilities, often 
on the same property and sometimes in the same buildings. 
Gulf States was not able to acquire those electric facilities 
without also acquiring the related water business (Pet. 
App. 640-1). That is how they came to be owned by Gulf 
States. 

As it was a determining business reason for their 
acquisition, it should be a determining practical reason for 
their retention, from the point of view of all the various 
interests envisaged by the other-business clauses. Thus at 
Calvert, Xavasota and Orange, and also to a great extent 
at Lake Charles (the largest of the operations), the wells, 
pumps and other equipment used in the water business are 
in the same structures or on the same property as the 
electric equipment and are so intermingled in fact that if 
the water business at those points were to be sold, the water 

* At one of these (Conroe. Texas) the Company only owns the wells and 
pumps the water; the municipality owns and operates the distribution system. 
At one additional point (Carencro. Texas) Gulf States operates, under lease, 
water properties owned by the municipality (Pet. App. 644). 
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machinery and equipment could not be used in place with¬ 
out seriously interfering with the electric operations (Pet. 
App. 660, 663-4). In consequence, any disposition of the 
water business would require that the water machinery 
and equipment be sold for second-hand or scrap value 
(Pet. App. 657-64), entailing a serious loss for investors 
in Gulf States and jeopardizing the continuity and quality 
of water service to the public. The Commission relies on 
the possibility of an arrangement by easement rights for 
the use of electric utility land by purchasers of the water 
business (Pet. App. 126), but there is nothing in the record 
to detract from or impair the proof that any such arrange¬ 
ment would seriously interfere with electric operations, 
thus again injuring all interests referred to in the other- 
business clauses. Substantive injuries of this character 
are material to the applicability of the statute, and not only 
to the length of time within which a divestment outside 
the contemplation of the Act must be consummated. 

There is no basis in the record for the assertion of the 
Commission (Pet. App. 126), that this inextricable joint 
situs exists only in “one or two of the properties.” It 
manifestly exists to a great extent at Lake Charles, the 
largest of all the businesses; for there the main pumping 
station is in the center of the electric facilities, in separate 
buildings, but on the same property, like “an island in a 
lake” (Pet. App. 661-4 and Com. Ex. 57). It is still more 
irretrievably true at Calvert, Xavasota and Orange (Pet. 
App. 658-60, Eng. Exs. 109, 111, 113,115 and Com. Ex. 57). 
At Calvert the principal plant structure is used jointly by 
the electric and water departments and the largest build¬ 
ing houses the steam generating equipment for the electric 
department and some of the pumping facilities for the 
water department; the water wells, stand-pipe and office 
building for the water service are in the yard of that same 
property (Pet. App. 659-60). At Xavasota the water pro¬ 
duction facilities are located in the principal plant struc¬ 
ture, which is also used by the electric department (Pet. 
App. 659). At Orange the water production plant is located 
on the i same property with the electric power station and 
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the principal structure houses both the electric production 
equipment and part of the water pumping facilities (Pet. 
App. 65S-60). 

Joint Personnel. 

In all of the water properties except at Lake Charles, 
the service men and other operating employees who operate 
the electric department also operate the water department. 
At Lake Charles, where the water operation is larger, the 
routine water operations are conducted by men who devote 
most of their time to that work. In all cases the water 
business is conducted by the same supervisory and account¬ 
ing forces which operate the other departments. These 
include the accounting, claim and safety work, water testing 
and general supervision (Pet. App. 64S-9). 

This extensive joint use of personnel is natural not 
only because the two businesses have grown up together, 
but also because many of their operating problems are 
alike. Quite aside from the general similarities that both 
businesses use the public streets and are subject to regula¬ 
tion as to rates and services, there are specific similarities 
in the method of handling water. In both businesses water 
must be treated, purified, tested and pumped, in the one 
case for distribution and consumption, in the other case 
for the manufacture of steam and for cooling. The same 
knowledge is required for the maintenance and operation 
of both sets of equipment (Pet. App. 653-5, 664-7). It is 
obvious that elimination of water properties would sub¬ 
stantially increase the expense of electric operations by 
requiring them to support the full working time of those 
employees which is now in part paid for by the water 
operation (Pet. App. 664). Discernible economies of this 
nature are not to be smothered under a general surmise 
of increased efficiency from “undivided attention” (Pet. 
App. 125). 

Local Policies. 

All of the water systems are operated under franchise 
from the respective municipalities (Pet. App. 645-6). This 
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is clear indication that the consuming public most directly 
concerned are satisfied with the manner and results of 
joint operation. This is sharply illustrated by the situa¬ 
tion at Carencroe, where the franchise-lease under which 
Gulf States operates the municipally owned water facilities 
requires Gulf States to maintain its electric service as well 
as the water service (Pet. App. 644-5). 

It is not questioned in the record that both the water 
and electric business are conducted efficiently and are 
giving entire satisfaction to the public. 

3. Conclusion. 

All of these facts put it beyond the reach of reasonable 
difference of view that the joint operation by Gulf States 
of its water business with its electric business is in the 
public interest, appropriate for the protection of investors 
and consumers and not detrimental to the proper function¬ 
ing of the electric system, and thus satisfies the require¬ 
ments of the other-business clauses. So far as the Com¬ 
mission’s contrary conclusion rests on the view that the 
other business must be “an adjunct to or a by-product 
of the electric operations*’ (Pet. App. 125) in order to 
satisfy the requirements of the other-business provisions, 
that view is, as shown above (VI), untenable in law. There 
is no evidence to support such a conclusion under any proper 
interpretation of the Act, so the Commission’s order for 
the divestment of the water properties should be set aside. 


C. 

I THE GULF STATES GAS SYSTEM. 

1. The Issue Presented. 

Gulf States owns and operates facilities for the distribu¬ 
tion and sale of natural gas in Baton Rouge, Louisiana, and 
its immediate environs, which is within its electric service 
area (Pet. App. 667-9 and 6S4). The gas is purchased 
from Interstate Natural Gas Company, Inc., an unaffiliated 
company. 1940 gross revenues of the gas operations were 
$719,926 and the property account on the books at the close 
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of that period was $1,676,152, as compared with $10,840,399 
and $57,768,257 respectively for Gulf States (R., pp. 10,123 
and 10,127). 

The Commission has held that the gas system is “an 
integrated public utility system within the meaning of Sec¬ 
tion 2(a) (29) (B)” of the Act (Pet. App. 130) and that it 
may be retained by Gulf States if, but only if, it satisfies 
the A, B, C requirements of Section 11(b)(1). The Com¬ 
mission found that the continued combination of these two 
properties is compatible with the geographic requirements 
of clause (B) (App. 130) and with the size requirements of 
clause (C) (Pet. App. 130). 

Thus the only remaining issue is whether the continued 
combination of these properties satisfies the economy 
requirements of clause (A), namely: 

“(A) Each of such additional systems [here the 
gas property] cannot be operated as an independent 
system without the loss of substantial economies 
which can be secured by the retention of control by 
such holding company of such system;” 

The Commission held that the gas properties could be 
operated as an independent system without the loss of 
“substantial economies” as it read the Act. Petitioners 
submit that this holding is both contrary to the true intend¬ 
ment of the Act and also without support in evidence and 
contrary to unquestionable evidence, so that the order of 
divestment predicated thereon should be set aside. 

2. Unquestioned Economies. 

Gulf States acquired the gas properties upon the merger 
into it of Baton Rouge Electric Company in 1938. The 
gas, electric and transportation properties of Baton Rouge 
Electric Company had been owned by it since 1909 and were 
acquired by it from a predecessor which had owned them 
since 1900. 

This long operation under single ownership has resulted 
in many operating interrelationships between the proper- 


104 


ties. Aside from 4 executives who supervise both electric 
and gas operations, there are 200 other joint employees, 45 
of them engaged in customer’s accounting and collection, 
30 in new business and sales activities and 125 in accounting 
and general activities (Pet. App. 698-9). The general office 
building and the service building in Baton Rouge are jointly 
used by the gas and electric systems. The service building 
houses the operating department heads, the engineering 
offices and the joint meter testing departments. It is also 
used for the joint storage of material and supplies. The 
automobile fleet is a joint pool for the use of both depart¬ 
ments (Pet. App. 677-8). 

This joint method of operation results in substantial 
economies which would necessarily be lost upon a separa¬ 
tion (Pet. App. S64 and 697-708). These are of two classes: 
first, actual expenses presently incurred by Gulf States and 
allocated to the gas properties, wdiich could not be avoided 
in the event of separation, but would have to be borne by 
the remaining business of Gulf States; and second, the 
excess of the estimated cost of operating the gas properties 
as an independent company over the allocated cost of oper¬ 
ating it by Gulf States. 

The economies of the first class aggregate $52,452, 
resulting chiefly from the joint use of personnel and prop¬ 
erty (Pet. App. 864). That is to say, even after discharg¬ 
ing 18 employees as a result of the divestment of the gas 
properties and thus reducing aggregate compensation by 
$27,840, there would still remain $52,452 of the expenses 
now charged to gas operations which would have to be 
borne, as additional operating expenses, by the other busi¬ 
nesses of Gulf States. The amount of these is not ques¬ 
tioned by the Commission. It merely finds that this amount 
of savings, when measured by the very considerable electric 
operations of Gulf States, is not substantial (Pet. App. 132). 
But for a fulfillment of the congressional intent, it is neces¬ 
sary to keep the whole picture in view. 

The other class of economies is the excess cost of inde¬ 
pendent operation over the present cost of unified operation. 
A comprehensive study on this subject was prepared (Pet. 
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App. 864-80) and introduced by the treasurer of Gulf States, 
who was qualified as an expert utility accountant (Pet. App. 
6S9-90), without opposition by Commission counsel. That 
is the only evidence of record on the point. It shows that 
the gas operations if conducted as an independent company 
would sustain additional expense of $42,024 annually (Pet. 
App. 864). 

The Commission questions the amounts in this study in 
three major particulars, (1) compensation for (a) executive 
supervision and (b) other service and (2) cost of providing 
separate office and shop facilities (App. 132-3). While the 
Commission’s opinion does not identify the scope of these 
questions in dollar amounts, those same questions were 
urged before the Commission by its counsel on brief (Br., 
92-98), in addition to a number of others, and the total 
effect of those questions, assuming them all to be decided 
adversely to Petitioners, is identified in dollar amounts. 
Even after eliminating all increases questioned by Com¬ 
mission counsel, they were content to recognize $25,000 a 
year of savings to the gas system alone (Br. 99). That 
is clearly the minimum saving under the Commission’s 
opinion, which did not find against Petitioners on all con¬ 
tentions of Commission counsel. Nor may that predictable 
saving be properly obscured by purely speculative possi¬ 
bilities without support in evidence that single attention 
by executives to gas operations alone “may be able to tap 
sources of efficiency and economy which perhaps were over¬ 
looked when the system was managed jointly with a con¬ 
siderably larger and more remunerative electric system” 
(Pet. App. 134). Nor may the Commission give weight to 
equally speculative possibilities without support in the evi¬ 
dence that single management of the two properties “may 
result in a suppression of one service in favor of the other” 
(Pet. App. 134); and in any case, as shown in the discussion 
of the Virginia gas system, that issue is irrelevant under 
clause (A) of Section 11(b)(1). Whatever be the preroga¬ 
tives of the Commission to make conclusive determinations 
of fact on substantial evidence adequate to satisfy reason¬ 
able minds, it was not empowered to substitute imaginative 
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conjectures for evidence with probative weight. There is 
no question on the record of the adequacy and efficiency 
of present services, both in the gas system and in the elec¬ 
tric system, nor is there any testimony that adequate and 
efficient management has ever anywhere been made more 
adequate or more efficient so as to accomplish any econo¬ 
mies, substantial or insubstantial, by reducing the size of 
the venture and concentrating the attention of management 
on only one, rather than both, of two interrelated public 
utility problems. In the case of the Gulf States gas system, 
as well as in other similar instances in its opinion, the 
Commission’s speculation to this effect should therefore 
be disregarded as having no support in evidence. So there 
is no basis for any conclusion that the loss of economies, 
the statutory word of art, would be less than the indicated 
increase in expenses. 

Thus unified operation reduces operating costs by a pre¬ 
dictable and unquestioned amount of about $77,500 a year, 
of which about $25,000 is allocable to the gas operations and 
$52,500 to the other operations. As in the case of the Vir¬ 
ginia gas system, these economies are not to be offset by 
consideration of resulting income tax increases, for an 
economv remains an economv, whether shared bv the tax- 
payer or only by the customer and the entrepreneur. 

In the sense of substantiality intended by the Congress,* 
these savings are surely substantial. Even the minimum 
savings to the gas operations alone, when measured by 
their costs and operations, clearly are substantial. This 
amount represents approximately the total cost to the inde¬ 
pendent gas company for all executive salaries and super¬ 
visory services (Pet. App. S65); it approximates the total 
of all accounting and general office salaries required for the 
independent gas company; and it exceeds the total expenses 
required for all customers’ accounting and collection of the 
independent gas company (Pet. App. 867). It is 12% of 
the total cost of all gas purchased for distribution during 
1940 (Gulf Ex. 14). 


* See VII B 2 above. 
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Even, therefore, after giving full effect to the Commis¬ 
sion’s findings on the facts, the remaining economies to 
the gas operations alone, quite apart from the economies of 
more than twice that amount which w’ould remain for the 
electric operations, clearly satisfy the standard of substan¬ 
tiality intended in the Act. The total economies will, 
however, be still greater, for there is no support in the 
evidence for the Commission’s adverse reflection above 
noted on part of the economies allocable to the gas opera¬ 
tions. 

3. Additional Economies. 

For the full picture that the facts require, the economies 
considered above should be increased by the amounts 
omitted because of the Commission’s doubts, since the evi¬ 
dence gives no support for any adverse finding in that re¬ 
gard. These include three classes: 

Supervisory costs. 

No question is made of the estimated increase in com¬ 
pensation for the full time executives of the independent 
gas company, the Commission merely observing that such 
increase “must be offset to some extent”, though an “inde¬ 
terminate one” (Pet. App. 132) by the advantage of exclu¬ 
sive attention to the gas operations. That legally untenable 
position has been commented on sufficiently before. 

The only question raised by the Commission in respect 
of executive compensation is to “doubt” (Pet. App. 132-3) 
whether it would be necessary for the independent gas 
company to procure expert managerial supervision by a 
service company. That, of course, all depends on the 
supervisory organization of the independent gas company. 
With an adequate staff of experts, such services would be 
unnecessary. But an adequate staff of experts must be 
paid for, and kept occupied. The only executives proposed 
for the independent gas company are a president at a yearly 
salary of $8,000 and a secretary-treasurer at a yearly sal¬ 
ary of $5,000. No reasonable person could suppose that 
such an organization would be qualified to conduct all oper¬ 
ations and at the same time adequately attend to the prob- 
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lems of financing, taxation and regulation that now affect 
every substantial public utility company. The evidence 
shows, without contradiction, that this organization of only 
two executives was proposed in conjunction with a service 
company retainer as “the cheapest way to procure various 
expert services needed” (Pet. App. 865). 

In the absence of any evidence indicating that any 
cheaper arrangement for supervisory services could be 
made, the Commission’s inconclusive “doubt” is not en¬ 
titled to affect consideration by this Court. Accordingly, 
$7,300 per year should be added to the expectable econo¬ 
mies (Pet. App. 864). 

Pay Roll (non-executive). 

Increased pay roll expenses of $14,400 annually were 
estimated (Pet. App. S64 and 866-7), the details of this 
estimate being given by numbers of employees in each class 
of positions. The Commission says that this estimate “is 
overstated by a substantial amount” (Pet. App. 133), but 
without indicating any particulars. There is no basis in the 
record to support any finding, however, that any one of the 
employees deemed necessary for independent operation 
could be spared, so there is no possibility that pay roll 
expenses could be reduced. 

Thb Commission’s finding in this respect should be dis¬ 
regarded by the Court and $23,300 per year should be added 
to the expectable economies (Pet. App. 864). 

Cost of Buildings and Miscellaneous. 

The evidence shows that the independent gas company, 
in order to supply its requirements, would need to acquire 
land, building and equipment constituting garage and shop 
facilities for its fleet of 22 automobiles and trucks, a labora¬ 
tory room, a meter testing room, a storeroom and general 
offices for the supervisors and service men (Pet. App. 667; 
677-8; 6S3). The evidence shows that such land, building 
and equipment would cost $95,000, on which interest, taxes 
and depreciation would aggregate $11,160 annually, or 
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$6,295 more than the cost under joint operation (Pet. App. 
703). "Without any shred of evidence to suggest any possible 
method by which such facilities could be acquired more 
economically, the Commission vaguely concludes that their 
estimated costs “appear to us to be overstated” (Pet. App. 

133) . On such a record this equivocal observation must 
be disregarded. 

The Commission’s other comments are of smaller 
moment. The Commission seems to rule that the loss of 
economies resulting from the joint operation of the gas and 
electric appliance merchandising businesses may not be con¬ 
sidered (Pet. App. 133, n. 47). But since the merchandising 
of gas appliances is found to be incidental to the gas busi¬ 
ness, and the merchandising of electrical appliances is found 
to be incidental to the electric business, it is manifest that the 
separation of those two businesses is responsible for what¬ 
ever may be the loss of economies that may be derived from 
the joint conduct of the merchandising operations. Finally 
the Commission asserts that the departmental allocation of 
expenses w~as not made on the basis recommended or sug¬ 
gested by independent accountants (Pet. App. 133). While 
it may be unnecessary to answer this assertion, the effect 
of which “can not, of course, be determined” (Pet. App. 

134) , the record shows that the essential suggestion of the 
accountants was to prorate on the basis of use of time by 
personnel and that was in fact exactly the method followed 
in the Gulf States’ departmental allocation (Pet. App. 691- 
3 and R. pp. 4343-4). 

So the whole remainder of the estimated economies 
should be restored. The independent gas company will lose 
$42,000 a year by the separation. That is equivalent to 
$3.35 on the average annual bill of $46.92 for each of Gulf 
States’ 12,542 gas customers in 1940. 

Conclusion. 

Whether the expectable economies be considered after 
deducting all amounts queried by the Commission, or 
whether the unsupported questions of the Commission are 
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disregarded and the expectable economies viewed in their 
totality, in either event they are clearly substantial within 
the meaning of the Act and the requirements of clause (A) 
as well as of clauses (B) and (C) are satisfied, so the divest¬ 
ment order with respect to the Gulf States gas properties 
(and their incidental appliance merchandising business) is 
contrary to the intent of the Congress and without support 
in evidence and should therefore be set aside. 

IX. 

The Divestment Order with Respect to the El Paso 
Transportation Business (including Toll Bridges) is 
Contrary to the Intent of Congress and without Support 
in Evidence. 

1. The Issue Presented. 

El Paso* owns and operates a transportation system 
consisting of street railway and coordinated bus service 
in the Cities of El Paso, Texas, and Juarez, Mexico (in¬ 
cluding two international toll bridges across the Kio Grande 
between those two cities (Pet. App. 711). The American 
part of these operations is within the Company’s electric 
service area. In 1940 transportation gross revenues were 
$674,617 (Eng. Ex. 175) and the transportation investment 
recorded on the books at the year-end was $2,423,651 (Pet. 
App. 718-19). 

The order under review requires cessation of this trans¬ 
portation business (Pet. App. 160-1), on the ground that 
such business is not within the authorization of the other- 
business clauses of Section 11(b)(1). So far as this hold¬ 
ing wajS based on a functionalistic conception of those 
clauses (Pet. App. 147-8), it is shown in VT above that 
that construction is legally untenable. So far as the Com- 
missiop’s opinion dealt with the evidence, it is, as the fol¬ 
lowing discussion will show, contrary to undisputed evi- 

* Together with its affiliate. E! Paso and Juarez Traction Company (both 
wholly owned subsidiaries of El Paso Electric Company, Del.) ; such affiliate 
owns the railway and bridge properties on the Mexican side of the Interna¬ 
tional Boundary, but all properties are operated by El Paso under contract 
(Pet. App. 710: 713-14; 720-22). 
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dence and unsupported by evidence. There is no basis for 
any finding except that the facts fully satisfy the true in¬ 
tendment of the other-business clauses. 

2. Retention of the El Paso Transportation Busi¬ 
ness is Necessary or Appropriate in the Public Interest. 

History. 

El Paso was incorporated in 1901 for the sole object 
of conducting a mule-power street railway business, which 
had been begun shortly before that time (Pet. App. 711-13). 
The Company soon substituted electric energy as motive 
power and in 1905 amended its charter to authorize electric 
light and power service so long as the Company should use 
electric energy for the operation of its trolley lines (id.). 
The electric business grew more rapidly than the transpor¬ 
tation business and after 1920 emerged as the more impor¬ 
tant phase of system operations (Pet. App. 738-40). In 
1934 a charter amendment removed the time restriction on 
the conduct of the electric business (Pet. App. 713). 

In 1926 bus routes were added to avoid heavy track 
investment and in the decade of the 30’s large substitutions 
of bus service for trolley service were made with municipal 
assent (R., pp. 723-6 and 730-2). Presently about half of 
total operations are by bus (Pet. App. 726-7, 739-41 and 
744). 

Joint Use of Personnel and Property. 

There are 44 joint employees at work for both the trans¬ 
portation and electric departments; of these 4 are in the 
executive group, 12 in general accounting, 6 in stenog¬ 
raphic, 3 in cashiering, 2 in claims, 2 in advertising and 
publicity and the remainder clerks (Pet. App. 761-2). The 
engineering department serves both the transportation and 
the electric system. The overhead and track maintenance 
crews of the transportation department are used in the 
electric department whenever their services are needed. 
The claim department serves both systems and also con¬ 
ducts their safety -work (Pet. App. 736-8). 



112 


There is also a substantial use of joint facilities, includ¬ 
ing storeroom facilities, poles, underground power ducts, 
automobiles and trucks and automobile storage facilities 
(Pet. App. 736-8). 

Net Income. 

The transportation operations are not a burden on the 
electric department, but contribute an annual profit. After 
interest and amortization the transportation net in 1940 
was $72,4S1 compared with $438,924 for the electric depart¬ 
ment (Pet. App. 796). (The total benefit to the electric 
department from continued transportation operations is 
substantially greater than this amount, because of the 
economies of joint operation and the salvage of the trans¬ 
portation investment, both of which are dealt with below.) 

Efficiency of Operations. 

It i!s unquestioned that both the transportation opera¬ 
tions and the electric operations are conducted efficiently 
(Pet. App. 740-41 and R. 715-16; 740-1). 

Summary. 

None of the above facts is disputed in evidence or ques¬ 
tioned by the Commission. Apparently all of these factors, 
the evolution of the electric business from transportation, 
the joint history of the two enterprises from their inception, 
the policy of the local law in permitting their continuation, 
the contribution of net income by transportation operations 
and the efficiency of both services, are excluded from con¬ 
sideration, as in the case of the Virginia transportation 
system, on the automatic ground that they are irrelevant 
to the functionalistic standard elected by the Commission 
(Pet. App. 147; and see Pet. App. 89). In law, however, 
these are appropriate and important indicia of the public 
interest and they require the conclusion that continued 
union of the two systems is necessary or appropriate in 
the public interest, irrespective of what decision may be 
made on the controverted subject of economies, discussed 
below. 



113 


Economies. 

If the transportation system had to be divested and 
could no longer be operated jointly with the remainder of 
El Paso, the expenses of the El Paso system would be 
increased by $29,231 per year. This amount includes 
$13,840 in payroll of joint personnel and related payroll 
taxes, $6,080 for jointly used facilities, $7,270 for pensions 
and $2,041 for contributions, dues, etc.* Even after deduct¬ 
ing $7,270 of pensions to be continued by the electric depart¬ 
ment in event of separation, the net economies remain at 
$ 22 , 000 . 

The Commission seemingly recognizes that “some losses 
may occur” from severance (Pet. App. 14S), but it takes 
the view that “the record does not support the loss claimed” 
(id.). Only three particular comments are made, however. 
For one, the Commission, here as in the other cases, asserts 
that ^whatever the increase in expenses may be, it may be 
shaded and forgotten under the assumption that manage¬ 
ment, attentive solely to the interest of one type of opera¬ 
tions, may, in some undefined manner, create countervailing 
economies (Pet. App. 148). Secondly, the Commission says 
the record does not support the probability of compensating 
electric employees for the loss of free transportation (Pet. 
App. 148). In expressing this point of view the Commis¬ 
sion proceeds, without benefit of evidence, in flat opposition 
to the declared conviction of the El Paso President, who 
testified: 

“It is my opinion that if the transportation depart¬ 
ment is disposed of, the compensation of the 298 
electric employees will have to be increased by $1.25 
per week per employee for fifty weeks out of the 
year or $62.50 per year per employee. This increase 
in compensation will be necessary to offset the loss 
of free transportation” (Pet. App. 752). 

Such an announcement of Company position must be 
accepted as decisive. Finally, the Commission says that the 

* Eng. Ex. 187. Pet. App. 799-800 as modified in Appendix C to Petitioners’ 
Brief before the Commission dated March 16, 1942, R. p. 10,929: and Pet 
App. 747-53. 
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expectable loss may be viewed lightly because “the expand¬ 
ing electric operations will absorb a portion of the freed 
labor facilities ’ 9 (Pet. App. 148). This view is pure specu¬ 
lation, which is incapable of translation into any form of 
factual statement, such as the extent to which any increase 
in sales of electric energy will “absorb a portion of the 
freed labor facilities”, or what portion will be absorbed per 
year or in what period of time the total will be absorbed. 
It is respectfully submitted that a clear and definite economy 
of substantial amount within the meaning of the Act can 
not be waved aside by general declamations of future hap¬ 
piness without support in evidence. 

Conclusion. 

It is respectfully submitted, therefore, that the law and 
the evidence permit only one conclusion, that retention of 
the transportation business is necessary or appropriate in 
the public interest. 

1 3. Retention of the El Paso Transportation Business 
is Necessary or Appropriate for the Protection of 
Investors. 

Salvage of Investment. 

As in the case of Virginia, though smaller in amount, El 
Paso will salvage its transportation investment if permitted 
to continue its ownership and operation. The evidence on 
that point, which is not questioned by the Commission, 
establishes the following facts: 

Except for part of one line, which in three to five years 
will be replaced by bus operation, the street railway facili¬ 
ties are in good condition and can operate without unusual 
maintenance and without any capital expenditures what¬ 
ever for at least ten years (Pet. App. 741-6). Such con¬ 
tinuation is clearly the economical course for the Company. 

But no purchaser could be found for the transportation 
properties except on the basis of converting them into 
all-bus operation, taking for future use none of the present 
street railway properties except the two bridges (Pet. App. 
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753-7; 770-1). Capitalizing at 6 times the normal (1940) 
transportation net operating revenues before depreciation, 
deducting the $477,000 cost of converting to all-bus oper¬ 
ation and adding $137,000 for net current assets produces 
a present estimated market value for the transportation 
properties of $944,000 (Pet. App. 753-5; 767-8; 799). To 
El Paso, however, as the owner engaged in salvaging its 
investment through operation under a regular plan, the 
properties have a much greater value. It derives from 
the transportation operations $177,000 of annual net incre¬ 
ment cash, that being the sum of (1) the $S2,000 gross income 
of the transportation system, (2) the $75,000 excess of 
annual depreciation accruals over the amounts required for 
bridges and for bus replacements after the planned substi¬ 
tution on a part of one of the lines and (3) the $29,000 of 
economies of joint operation less a Federal income tax 
saving of $9,000 (Pet. App. 764-7)*. If this annual incre¬ 
ment cash is invested in electric utility operations and earns 
a return of 6%, it would equal the total book investment in 
transportation facilities ($2,423,651) in 10.3 years (Pet. 
App. 768-70). So by continued ownership and operation 
during that period, El Paso will be able to recover its entire 
present investment in all its transportation properties. The 
present worth of those annuities if invested at 6%, plus 
the present worth of a sale at the end of that period for 
a price of $944,000, is $1,832,000 (Pet. App. 766-7 and Ex. 
C above cited). 

So the loss to El Paso from a present sale of the trans¬ 
portation facilities is (a) the value to El Paso ($1,832,000) 
less (b) the sum of (i) the estimated market value 
($944,000) and (ii) the Federal income tax savings on such 
a salej^or a net loss of $S47,000. Conversely, El Paso will 
gain by $S47,000 if permitted to retain the transportation 
properties for the above period of 10.3 years. 

On such a state of facts the interests of investors are 
obvious. 

* Eng. Ex. 187, App. 799, as modified in Exhibit C to Petitioners’ Brief of 
March 16, 1942 before the Commission, R., p. 10,929. 
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Accounting Practices. 

The Commission finds that there “have in the past been” 
(Pet. App. 14S) accounting practices contrary to the inter¬ 
ests of investors and consumers and detrimental to the 
proper functioning of the electric system, in these partic¬ 
ulars: (1) improper allocation of (a) assets and (b) ex¬ 
penses as between the two departments and (2) failure to 
segregate depreciation reserves between the two depart¬ 
ments (Pet. App. 14S). Conspicuously, however, the Com¬ 
mission makes no finding on this point as to the future, 
and wisely so, because the requirements of the Federal 
Power Commission’s Classification of Accounts that are 
now in effect and the revised formula now in effect for the 
allocation of expenses between departments (thus see Pet. 
App. 760-1; 799) provide adequate safeguards against any 
lapses' from good accounting practice in the future. No 
substantial point remains to support any divestment order. 

Appropriate for the Protection of Consumers. 

It Can not be gainsaid that the cities of El Paso and 
Juarez need a public transportation system. It is demon¬ 
strated that both the transportation and electric systems 
of El Paso are operated efficiently and give good service 
at reasonable rates. Separation of the systems would add 
$22,000 in additional expenses to the electric operations. 
Further substantial increases of expense would have to be 
borne by the transportation system through replacing what 
are now joint employees and joint facilities. Such increases 
in the operating expenses of each department would be 
substantially contrary to the interests of each class of con¬ 
sumers and can be wholly avoided by continued joint own¬ 
ership. 

Not Detrimental to the Proper Functioning of 
the Electric System. 

The Commission’s witness testified that the electric sys¬ 
tem was well managed and efficiently operated (R. p. 2391). 
At that time and for many years before it had been jointly 
operated with the transportation system, so joint operation 
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cannot be detrimental to proper functioning. On the con¬ 
trary, indeed, the unquestioned $177,000 of annual net in¬ 
crement cash from retention of the transportation facilities 
is manifestly advantageous to the proper functioning of the 
electric system. There is accordingly no basis for any ad¬ 
verse finding on this point. 

Conclusion. 

It is therefore respectfully submitted that there is no 
basis in law or in evidence for a divestment order with 
respect to the El Paso transportation system, and that such 
provision of the order under review should accordingly be 
set aside. 

Submission. 

We submit that the orders under review should be set 
aside. 
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